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REGIONAL DIFFERENTIALS IN INTEREST RATES 


JOHN 8. HENDERSON 
Louisiana State University 


It has been customary in economic discussion to direct attention toward the 
nation. Where generalizations of a broad character have been undertaken, the 
nation has commonly been their subject. Such an approach assumes that the 
nation forms the basis of a homogeneous market in which the forces of supply 
and demand interact in such a way as to produce a single price for each particu- 
lar commodity or service. There is reason to believe, however, that the bounds 
of the nation are not always coterminous with the limits of the broadest single 
market within a country. To be sure, there are certain genuine national mar- 
kets within a country, such as the market for wheat, or other staple commodi- 
ties; but this condition does not hold good for all commodities or services. 

Consider the market for short term funds. Can it be said that a broad na- 
tional market for such funds exists? Probably not. The banking system of 
the United States, as the principal factor in the market for short term loans, 
displays a considerable degree of differentiation. With its twelve Federal Reserve 
districts, the banking system of America presents no simple picture. By the 
same token, the groups of interest rates within the banking system form a 
complex pattern. 

It is the purpose of the present paper to analyze the regional pattern of in- 
terest rates, and to investigate the relationships inherent in the pattern. Such 
an investigation involves two elements: first, a descriptive analysis of the regional 
pattern of interest rates; second, an analysis of the factors causing the several 
interest rates to assume the observed configuration.! 

Accordingly, our investigation will first be directed toward the exposure of 
the actual regional structure of interest rates:in the United States. To build up 
a proper picture of the situation it is necessary to know three things: (1) the 
relative position of the several sections in the scale of rates, and the change in 
such relationships through time; (2) the general trend of differentials in these 
regional rates through time; (3) the nature of cyclical variations in differentials. 


1 Theoretically, it would be appropriate to investigate both supply and demand factors 
influencing the bank rate. However, data pertaining to supply are easier to obtain, and 
yield positive results. On the other hand, demand data are scarce and require more com- 
plex analysis. For example, an attempt to correlate income and the rate of interest in the 
several sections failed to yield statistically significant results. Hence this is a supply 
analysis. 
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114 JOHN S. HENDERSON 
The present study will deal with three separate series, each of which treats 
the rate charged on loans made by the banks in the several regions; thus, the 
conclusions reached apply only to the bank rate. Each of the three series 
employed is examined separately to bring out the three general points listed 
above. Wherever analysis yields the same results with respect to the several 
series employed it will be appropriate to draw some conclusions. 


I 


A. The first material to be considered in analyzing regional patterns of interest 
rates in the United States is a study of ‘Rates Charged Customers in Thirty-six 
Principal Cities of the United States.’ The thirty-six cities reporting are 
divided into three groups—New York City, eight northern and eastern cities, 
and twenty-seven southern and western cities. The individual banks in these 
cities reported their estimate of the customary rate on the bulk of their loans. 
From these individual estimates a city-wide rate was computed. Finally, a 
weighted average of the rates in the above sections was computed for each 
section. 


TABLE I 


An AVERAGE OF “RATES CHARGED CUSTOMERS IN THIRTY-SIX PRINCIPAL CITIES”? FOR THE 
PEeRIop, 1919-1938 








SECTION RATE 
I so sisiacn c-gcewn.se nn x'nie aN ota Reine ae tide Cake tle Soe oaeee 4.42 
BR DE ONE Bhs GUNNER. 0.0.0 coci gnc. je teecdadca Secenveuetecuens 4.98 
ree: BOE We. IIB 6 6 ices se cSoienewneet ee eeavenis 5.55 





Source: Annual Reports of the Board of Governors of the Federal Reserve System. 


Since the relative position of the several sections in the scale of rates does not 
change during the period considered, 1919-1938, averages will provide points 
of reference for a consideration of variation during the period. 

According to Table I, the relative positions of the several sections in the scale 
of rates, in order of the height of the rate, are (1) the southern and western cities, 
(2) northern and eastern cities, (3) New York City. Here is concrete evidence 
that the bank rate is higher in the South and West than in the North and East. 
It is likewise notable that New York City exhibits a rate lower than that of the 
Northeast—the section in which it is located. 

Let us turn now to measures of the differentials noted in Table I. Table II 
describes the absolute and percentage differentials of the two sections referred 
to in each comparison. 

The differential of 25.57 per cent between New York City and 27 southern 
and western cities is substantial; but the size of this differential is not so note- 
worthy as another fact manifested in these figures. Significantly, the differen- 


2 The basic data may be found either in the Federal Reserve Bulletin or in the Annual 
Reports of the Federal Reserve Board. 
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tial of 12.67 per cent between New York City and eight northern and eastern 
cities exceeds the 11.44 per cent differential between these eight northern and 
eastern cities and the 27 southern and western cities. This fact indicates that 
the intra-regional differential exceeds the inter-regional differential; for New 
York City lies within the north eastern area.* Such a condition is indicative 
of the concentration of banking resources in New York City. 

Let us consider next the trend of regional differentials during the period, 
1919-38. Rather than attempt to measure the individual regional differentials 
and compare them period by period, it will be convenient to resort to some statis- 
tical measures of dispersion. 

One such measure commonly used is the standard deviation. The change in 
the standard deviation through time will tend to indicate whether the dispersion 
of the several regional interest rates from their mean rate is increasing or decreas- 
ing in terms of the units of the original data. The standard deviation divided 
by the arithmetic mean, a measure known as the “coefficient of variation,” 


TABLE II 


GEOGRAPHICAL DIFFERENTIALS IN AN AVERAGE OF “RATES CHARGED CUSTOMERS IN 36 
PRINCIPAL CITIES’? FOR THE YEARS 1919-1938 











SECTIONS COMPARED pirveRentiat® | DIFFERENTIAL® 
New York City—27 Southern and Western cities. ....... —1.13 25.57 
New York City—8 Northern and Eastern cities.......... — .56 12.67 
8 Northern and Eastern cities—27 Southern and Western 
CAI yo oo ok coe vise bhin w nina Sb o eee ok EEE —.57 11.44 








* The absolute differential simply indicates the difference between the rate of the first 
section mentioned and that of the second. The percentage differential expresses this 
differential as a proportion of the first rate. The minus sign before the figure listed under 
absolute differential indicates that the section listed first at the left has the lower rate. 

Source: Data from Table I. 


guages the magnitude of the deviations from the mean in terms of percentages- 
Since the coefficient of variation yields a percentage measure of the dispersion 
of the several regional rates from the mean rate, it gives us a measure which is 
independent of the particular units in terms of which any particular series is 
expressed. Consequently, a meaningful comparison of the dispersion of the 
different series is made possible. 

Therefore, if the standard deviation increases through time, the “absolute” 
regional differentials, such as those referred to in Table II, will be increasing. 
If the coefficient of variation increases through time, the percentage regional 
differentials, such as those referred to in Table II, will be increasing. Let us 
turn now to the trend of rates and differentials in the series, “Rates Charged 
Customers in 36 Principal Cities.” 

Table III reveals a phenomenal decline in this bank rate since 1919. Each 


3 New York City is not an influence on the northern and eastern cities’ rate, since it is 
not included as one of the eight cities in question. 
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of the sectional rates has declined significantly. Notably, however, the 3.02 
decline of New York City is the greatest, followed by the 2.37 decline of the 
northern and eastern cities, and by the 1.76 decline of the southern and western 
cities. Clearly, the forces driving down the bank rate affected New York City 
more powerfully than the Northeast and the Southwest. It would appear 
that the disturbance emanated from New York City and spread with diminishing 
force as the distance from the central point increased. 

Reference to the standard deviation indicates that, in absolute terms, dis- 
parities between money rates are increasing. Thus, the standard deviation has 
risen steadily from .28 in the period 1919-23 to .80 in the period 1934-38. Such 
a rise in the absolute measure of dispersion indicates that the several rates have 
moved apart even as they settled to a lower level. Clearly, if the rates are 
diverging while they are settling downward, the relative dispersion is increasing 
in even greater measure. Thus, the relative dispersion indicated by the coeffi- 
cient of variation, has risen from 4.72 per cent in the period 1919-23 to 21.91 
per cent in the period 1934-38. And one finds that the differential between New 
York City and the southern and western cities has risen to 1.95 or 73.58 per 








TABLE III 
‘Rates CHARGED CusTOMERS IN 36 PRINCIPAL CiTIES” By FivE YEAR PErRtops, 1919-1938 
PexioD cco | oo | — | 2 | 
1919-23 5.67 6.04 6.36 -28 4.72% 
1924-28 4.68 5.07 5.64 -41 7.938% 
1929-33 4.66 5.12 5.69 -66 12.82% 
1934-38 2.65 3.67 4.60 -80 21.91% 




















Source: Annual Reports of the Board of Governors of the Federal Reserve System. 


cent of the New York rate. Such a differential is, indeed, substantial. On 
balance, then, the several regional rates have fallen and, concurrently, the 
differentials have increased. 

Our next concern is to examine the fluctuations of the differentials in this 
series through time. Are there any perceptible changes, and, in particular, do 
these changes relate to cyclical disturbances? In order to deal with this prob- 
lem, use will again be made of the coefficient of variation, a relative measure of 
dispersion. The data may be arranged by years as in Table IV. 

A rather clear cyclical pattern is revealed in Table IV. In the period of high 
interest rates, 1919-21, differentials were low. Similarly, the differentials, after 
rising considerably during the middle 20’s fell to a low of 1.54 per cent in 1929. 
After 1929, differentials increased for several years, and then fell 7.86 per cent 
in 1932. Such a pattern seems to indicate that differentials tend to diminish 
in periods of crisis, or at the turning points of the cycle. In particular, the 
lowest observable differential of 1.54 per cent, occurring in 1929, may be at- 
tributed to the unprecedented inflow of funds to the New York Stock Market. 
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In conformity with this equalizing tendency, differentials tended to drop in 
that crisis year. 

B. A second source of information on the bank rate is the series representing 
the gross earnings of the national banks on loans and discounts. The aggregate 
amount which the national banks in any Federal Reserve district earn on loans 
and discounts in any given year is published in the Annual Reports of the Comp- 
troller of the Currency. The total earnings of the national banks in each Federal 
Reserve district were expressed as a proportion of loans and discounts for each 
of the several years. These yearly rates were aggregated into annual sectional 
averages by weighting the district rates in accordance with the average volume 








TABLE IV 
“Rates CHARGED CusTOMERS IN 36 PRINCIPAL CiTIES’’—COEFFICIENT OF VARIATION 
By YEARS 2 
1919—3.03% 1926—7 .60% 1933—11.37% 
1920—3 .09% 1927—7.71% 1934—15. 26% 
1921—3.40% 1928—3.65% 1935—15.18% 
1922—6.89% 1929—1.54% 1936—19.09% 
1923—4.79% 1930—7 .11% 1937—18.52% 
1924—7 .60% 1931—8.87% 1938—19.49% 
1925—7 .80% 1932—7 .86% 

















Source: Annual Reports of the Board of Governors of the Federal Reserve System. 


TABLE V 


“Gross Earnincs Rate or NATIONAL Banks ON LOANS AND Discounts” BY FEDERAL 
REsERVE Districts AND BY GEoGRAPHIC SEcTIoNs, 1927-1941 





PROWOIIIIE 55 5 oc sec sie oe bunds pe ADRS A re Boe DET ee Wade Vee UNE Te eae eee 4.44 
PIOMEUI  .o.s S:o0o 6 o0:cioro:9.arn 6:0. oisim uence & Sede aie 6 aie iaret eta laiel ew atale sie ie eae ats ers Gta 5.80 
ET SE PE enh Me ny PLE he Fe ys NY Peek 5.14 
NII isan a0 56s cers epeieed Ris ors nro Siviw ia pa terads Ss oven e ee Sa ae be ee ne ce 5.56 
hoes 0b sb seve sive we re dR ON oa RR ee ee ee 4.98 





Source: Annual Reports of the Comptroller of the Currency. 


of funds loaned in the district in the period, 1926-38. The result is a yearly 
regional interest rate which is the basis of the subsequent data. 

In this series, the relative position of the several sections in the scale of rates 
is the same throughout the period. Accordingly, a comparison of average rates 
and differentials for the entire period seems to be warranted. 

We find in Table V that the relative position of the several sections in the 
scale of rates is, in order of the height of the rate, South, West, Midwest, and 
Northeast. Thus, as our analysis of the series, “Rates Charged Customers in 
Principal Cities,” has already indicated, the southern and western rates exceed 
the northeastern. Examination of the regional differentials in tabular form as 
set forth in Table VI may facilitate analysis and interpretation. 

These differentials range from 4 per cent to more than 30 per cent in relative 
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size. Particularly significant are the large differentials between the Northeast 
and the South and West. The Northeast—South differential amounts to 30.55 
per cent and the Northeast—West differential to 25 per cent. On the other 
hand, the disparity between the southern and western rates is relatively small, 
only 4.23 per cent of the southern rate. 

Perhaps the most important data to consider are those relating to trends. 
Again, let us regard the data by five-year periods, covering the interval 1927-41. 

Table VII reveals that the average rate dropped 1.43, or 24.91 per cent, 
between 1927-31 and 1937-41. The periods, 1932-36 and 1937-41, witnessed a 
substantial decline in each of the regional rates. 


TABLE VI 


GEOGRAPHICAL DIFFERENTIALS IN ‘‘GROss EARNINGS RATE OF NATIONAL BANKs ON LOANS 
AND Discounts,’”’? By GEOGRAPHICAL Sections, 1927-1941 

















RATE DIFFERENTIALS 
SECTION 
Absolute Percentage 
NN EE CI Be TE ER a —1.36 30.55 
NS eer ee ee —1.11 25.00 
TENCE... o.oo 5 cass cccecaceaatweroeseubennes —.70 15.65 
NO ee ee ee en ee — .66 12.89 
III... «5. «-aesocencieomedamabaaiad cote nee Semen cenm aes —.42 8.11 
IIE a ins 5 owl dosed nc aman eeenenseSeck ree + .25 4.23 





Source: Table V. 


TABLE VII 


“Rate or Gross EarninGs oF NaTIONAL Banks on Loans anv DiscountTs,’’ By FIvE 
Year Perrops, 1927-1941 








PERIOD NORTHEAST MIDWEST SOUTH WEST U. S. 
1927-31 5.22 6.16 6.50 6.23 5.74 
1932-36 4.41 5.09 5.71 5.39 4.89 


1937-41 3.70 4.17 5.20 | 5.04 4.31 





Source: Annual Reports of the Comptroller of the Currency. 


Throughout the period, the southern rate has been highest, followed by 
the western, midwestern and northeastern. However, the southern rate has 
manifested a tendency to drop to the level of the western rate in the period 
1939-41; in 1939 the southern rate actually fell below the western rate, but rose 
above it once more in 1940 and 1941, to the extent of 1 per cent or 2 per cent of 
the interest rate. In short, the differential between the southern and western 
rates of earnings on loans and discounts is now virtually negligible. 

In order to gauge the change in differentials, under the influence of declining 
rates, it will be appropriate to make use once more of the two measures of dis- 
persion, the standard deviation and the coefficient of variation. 

Table VIII indicates that while the average rate for the United States moved 
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steadily downward, the absolute dispersion of these rates from their mean, as 
measured by the standard deviation, increased. Thus, while the United States 
rate dropped from 5.74 per cent in the 1927-31 period to 4.31 per cent in the 
1937-41 period, the standard deviation increased from .47 to .62 between the 
same two periods. Clearly, if all rates are declining and diverging, their rela- 
tive divergence is increasing at an even greater rate. Consequently, the table 
exhibits an increase in the coefficient of variation from 7.87 per cent in the 
1927-31 period to 13.64 per cent in the 1937-41 period. In short, the relative 
divergence over the period has increased to a marked extent. This result con- 


TABLE VIII 


DISPERSION IN THE SERIEs, ‘‘GrRoss EARNINGS RATE oF NATIONAL BANKS ON LOANS AND 
Discounts,”? By Pertops, 1937-1941 








PERIOD U. S. RATE STANDARD DEVIATION _| COEFFICIENT OF VARIATION 
1927-31 5.74 -47 7.87% 
1932-36 4.89 -49 9.49% 
1937-41 4.31 -62 13.64% 








Source: Table VII. 


TABLE IX 


DISPERSION IN THE SERIES, ‘““Gross EARNINGS RaTE oF NATIONAL BANKS ON LOANS AND 
Discounts,’’ By YEARS, 1937-1941 








YEAR COEFFICIENT OF VARIATION YEAR COEFFICIENT OF VARIATION 
1927 8.54% 1935 10.54% 

1928 9.66% 1936 12.56% 

1929 7.74% 1937 14.24% 

1930 6.87% 1938 13.28% 

1931 9.06% 1939 11.48% 

1932 8.36% 1940 13.82% 

1933 7.08% 1941 15.78% 

1934 9.21% 














Source: Annual Reports of the Comptroller of the Currency. 


forms to the one already derived from the previous series, “Rates Charged 
Customers in Principal Cities.” 

Consideration of cyclical variations in these differentials is now in order. 
Again, the coefficient of variation, the relative measure of dispersion, will be 
employed. 

Table IX indicates that the years, 1930 and 1933, have a special significance. 
For the relative dispersion was only 6.87 per cent in 1930, a year in which average 
earnings on loans and discounts reached their peak during the period 1927-41. 
Accordingly, this crisis year was marked by a small relative dispersion. In the 
year 1933, unquestionably a turning point in the business cycle, relative disper- 
sion again reached a low of 7.08 per cent. This evidence indicates, again, in 
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conformity with the series, “Rates Charged Customers in Principal Cities,” 
that turning points in the cycle are accompanied by a convergence of rates. 
In such periods the inter-connection of the several members of the banking 
structure comes to the fore, and the flow of funds within the system becomes 
more closely interrelated and interdependent at such times. 

C. At this juncture a series will be examined whose characteristics are clearly 
distinguishable from those of the series previously considered. This series will 
be referred to as “The Rate of Gross Earnings on Total Assets,” of national 
banks. The aggregate annual amount which the national banks in each Federal 
Reserve district earned from all sources was expressed as a proportion of total 
assets for the several years, and averaged by years. The yearly district rates 
were combined into sectional averages by weighting the district rates in each 
section in accordance with the average volume of assets held by the district in 
the period, 1923-25. The result is a yearly regional average to add to the 
district averages already computed. 


TABLE X 


Five Year AVERAGE or “THE Gross EarninGs RATE on Tota Assets” FOR NATIONAL 
Banks, 1919-1941 























PERIOD SOUTH MIDWEST WEST NORTHEAST U. Ss. 
1919-23 5.97 5.58 5.41 4.86 5.18 
1924-28 5.44 4.98 5.19 4.63 4.83 
1929-33 4.91 4.82 5.05 4.46 4.64 
1934-38 3.33 3.01 3.69 2.97 3.06 
1939-41 2.60 2.39 3.16 2.08 2.30 





Source: Annual Reports of the Comptroller of the Currency. 


In the following data the relative position of the several sections in the scale 
of rates shifts no less than three times over the period. For this reason a con- 
sideration of the average rates for the entire period would be misleading rather 
than informative. Accordingly, it is omitted. Let us first consider, then, five- 
year averages over the period in question. 

Table X indicates a change in the relative positions of the several sections in 
the scale of rates. In the 1919-23 period, the southern rate was highest, followed 
by the midwestern, the western, and the northeastern. By the 1924-28 period 
the midwestern rate had fallen below the western rate, so that the southern rate 
was again highest followed by the western, the midwestern and the northeastern, 
in that order. In the 1929-33 period these rates assumed the relative position 
which they maintained until the end of the period. Thus, in the 1929-33 period 
the western rate rose to.top position, followed by the South, Midwest, and 
Northeast. 

Such a marked alteration of relationships calls for some comment. In the 
period 1919-41 the western rate of earnings on total assets increased from the 
second lowest position in the scale of rates to the highest position, a position 
higher even than the southern rate. Does this result hold for the data pre- 
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viously considered? Not precisely; for whereas the western rate of earnings on 
loans and discounts rose relatively to the southern rate, it did not rise above the 
southern rate. In short, the two series exhibit a common trend, the rise of the 
western rate relative to the southern rate; but they do not agree as to which 
section had the higher rate. In the series previously considered, “the Rate of 
Earnings on Loans and Discounts,” the southern and western rates are approxi- 
mately equal, with the southern rate only slightly in excess of the western rate. 
In the present series, “the Rate of Earnings on Total Assets,” the western rate 
exceeds the southern rate by a substantial margin. 

The midwestern rate of Earnings on Total Assets has fallen steadily in relation 
to the western rate, in both absolute and percentage terms; the same condition 
holds for the series, “the Rate of Earnings on Loans and Discounts.” In short, 
the Midwest exhibits a rate lower than the corresponding southern and western 
rates, but higher than the northeastern rate. 


TABLE XI 


DISPERSION IN THE SERIEs, “RATE or Gross Earnines on Totat Assets’? or NATIONAL 
Banks, BY PERIODS 








PERIOD U. S. RATE STANDARD DEVIATION COEFFICIENT OF VARIATION 
1919-23 5.18 40 7.31% 
1924-28 4.83 .30 5.86% 
1929-33 4.64 . eee 4.83% 
1934-38 3.06 .29 8.92% 
1939-41 2.30 .39 15.39% 














Source: Table X. 


Let us pass to a consideration of the general trend in differentials in the series 
under consideration. Again, it will be appropriate to employ the standard 
deviation as the measure of absolute dispersion, and the coefficient of variation 
as the measure of relative dispersion. 

Table XI indicates that a phenomenal absolute decline of 2.88 in the average 
rate of earnings on total assets for the United States occurred over the period. 
This amounts to 55.60 per cent of the 1919-23 rate. While this extraordinary 
reduction in the rate of earnings on total assets was taking place the absolute 
dispersion, as measured by the standard deviation, fell from .40 in the 1919-23 
period to .39 in the 1939-41 period. Accordingly, this dispersion increased 
greatly as a proportion of the mean rate, and the coefficient of variation there- 
fore rose from 7.31 per cent in the 1919-23 period to 15.39 per cent in the 1939-41 
period. It is evident that the dispersion is increasing as a proportion of the 
mean rate of earnings. Again, the evidence of the two previous series is rein- 
forced. It now seems clear that in so far as the bank rate is concerned, propor- 
tional differentials have increased over the period. 

What do the yearly variations in dispersion show? Consideration of a table 
will best reveal the prevailing conditions during the period. Again, the coeffi- 
cient of variation, the measure of relative dispersion, is employed. 
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Interpretation of Table XII requires some careful analysis. First, there 
existed a tendency for the coefficient of variation to fall irregularly between 
1919 and 1932, and thereafter to rise irregularly. The year 1922 was marked 
by a low coefficient of variation relative to the years immediately preceding and 
ensuing. The peak rate of earnings in this series was reached in 1921, and 1922, 
accordingly, marks the year of recession from this peak. In conformity with 
earlier inductions it is appropriate to expect a relative convergence of rates in a 
crisis year, such as 1922. On the other hand, the low point might have been 
expected in 1921, but did not materialize. Several comments are in order. 
First, the coefficient of variation did fall off in 1921. Second, the difference 
between the coefficient of variation in 1921 and 1922 is not large, the coefficient 
being 6.97 per cent in 1921 and 6.81 per cent in 1922. And the fact that the low 
point of dispersion followed the peak rates may be exaggerated by the discon- 
tinuity in these figures. Further, it is not inconsistent with the ideas presented 


TABLE XII 


DISPERSION IN THE Serres, ‘Gross Earnines Rate sy Years, 1919-1941, on Toran 
Assets”? or NATIONAL BANKS 








YEAR <OVARIATION YEAR cOVARIATION YEAR VARIATION 
1919 8.15% 1927 4.84% 1935 8.79% 
1920 8.32% 1928 6.46% 1936 10.08% 
1921 6.97% 1929 4.32% 1937 9.73% 
1922 6.81% 1930 4.77% 1938 10.32% 
1923 6.92% 1931 6.14% 1939 14.27% 
1924 7.42% 1932 4.27% 1940 15.95% 
1925 5.74% 1933 5.39% 1941 16.10% 
1926 6.74% 1934 6.48% 




















Source: Annual Reports of the Comptroller of the Currency. 


here that the dispersion might be minimized during the crisis, or during a sharp 
recession. 

Significantly, the two lowest coefficients of variation are to be found in the 
years 1929 and 1932. In accordance with results previously indicated it may 
be stated that a low dispersion appears to be characteristic of crisis years, or 
turning points, such as 1929-30 or 1932-33. Here, again, is evidence that the 
elements of the banking structure are brought into a closer relationship in 
periods of crisis. 

Having analyzed three series individually, we may now appropriately sum- 
marize the common features which they exhibit. Our purpose is to build up a 
consistent picture of those fundamental relations which hold between the several 
regional rates. By the last of the periods under consideration, namely, 1939-41, 
a pattern of regional rates had emerged which may be described as follows: 
regional rates may be separated into two groups—a high rate group, represented 
by the South and West, and a low rate group, represented by the Northeast 
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and Midwest. Furthermore, the northeastern rate is definitely the lowest; 
the midwestern rate is second in order of lowness; the South and West rival one 
another for the top position in the scale of rates. Such is the recent regional 
configuration of rates. 

Certain secular and cyclical tendencies in the rates and differentials have also 
been noted. First, the several rates under consideration have all declined over 
a considerable period of time; second, the relative regional differentials have 
increased. Another way of stating this trend is to refer to that tendency towards 
increased relative dispersion of the several regional rates from the mean rate, 
which has characterized all three of the series. Third, a cyclical pattern in 
differentials may be observed. In periods of crisis, or at turning points of the 
cycle, such as, 1921-22, 1929-30, and 1932-33, the dispersion of the several 
regional rates from the mean rate tends to diminish. 

The configuration of regional rates established above requires explanation. 
In particular, the persistence of differentials in regional rates calls for further 
investigation. For according to classical economic theory the emergence of an 
unusually high rate of return in any particular field of economic activity will 
induce an inflow of funds from less profitable fields sufficient to depress this rate 
of return to the going rate. It is the purpose of the following section to point 
out by inductive means a reasonable hypothesis for the existence of differentials 
in bank rates and their persistence. 


Ir 


There are many hypotheses which might be advanced to explain regional 
differentials. Perhaps the first explanation which springs to mind is the risk 
theory. The best available data on the subject of risk are to be found in the 
earnings figures published in the Annual Reports of the Comptroller of the Cur- 
rency. The gross interest rate on loans and discounts was derived by expressing 
earnings on loans and discounts as a proportion of loans and discounts.‘ To 
obtain the net interest rate, the net loss on capital account attributable to loans 
and discounts, was subtracted from gross earnings on loans and discounts, and 
the resulting figure was expressed as a proportion of loans and discounts.5 The 
difference between the gross rate of interest and the net rate of interest expresses 
the percentage rate of capital loss on loans and discounts, which may be used to 
express the rate of risk in the several sections. 

The rate of capital loss, however, is an imperfect measure of the relative 
intensity of risk in the several sections. This measure does not reflect the capital 
losses of failed banks in each. section. Since there is no reason to believe that 
the relative losses of failed banks in each section are in exact proportion to the 


4 This ‘“‘gross interest rate’ is the same rate referred to in section IB of this study, as 
the ‘‘Rate of Gross Earnings of National Banks on Loans and Discounts.”’ It is here en- 
titled the “gross interest rate’? to avoid confusion with the rate of gross earnings on total 
assets. 

5 The net loss on capital account referred to is the capital loss on loans and discounts, 
less recoveries on loans and discounts previously written off. The ‘“‘net loss’’ is positive 
in some recovery years for some districts ; recoveries exceed losses at such times. 
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relative losses of active banks, the measure of relative capital loss employed is 
imperfect. Having recognized this imperfection in method, let us consider the 
effect of risk on regional differentials in interest rates. 

We first compare the dispersion of the gross rate of interest with that of the 
net rate of interest to see which is the larger. If the dispersion of the net rate 
of interest is smaller, the subtraction of risk has probably caused a reduction in 
aggregate differentials. 


TABLE XIII 


Gross AND Net Rates or Earnincs or Nationat Banks on LOANS AND Discounts, 
witH DisPERSION MEASURES 








SECTION GROSS INTEREST NET INTEREST 
I  g.o5:0:;0)s:acessuere Ghale.c Sige ta esate ee oe ee 4.44 3.21 
ON sb: scirer arn ’racsreres¥4\eacaigndo: ok aun la aay aE ee 5.14 3.98 
SPREE SRI Serer Poe aR A ete mel nl. or 5.56 4.71 
ter oo i diecn's baat bad eo ORE ROU UAT ED One Cee ee 5.80 4.72 
UNG DOUINUIOINS 65s kod Sse eer ciliben Bai ak 51 -62 
8 ee ee Cee eee 9.838% 15.00% 











Source: Annual Reports of the Comptroller of the Currency. 


TABLE XIV 


AVERAGE GEOGRAPHICAL DIFFERENTIALS IN THE Gross INTEREST RATE AND THE NET 
INTEREST RATE FOR THE PERIOD 1927-1941 











DIFFERENTIALS IN GROSS DIFFERENTIALS IN NET 
Gicsiibaiebaaminnicn, INTEREST RATE* INTEREST RATE* 
Absolute Percentage Absolute Percentage 
Northeast—Midwest............ccccccccccces —.70 15.65 —.77 23.87 
rte ae re ae —1.36 30.55 —1.51 47.16 
Northeast—Weat. ......... 2. ccc cc cece ccc eece —1.11 25.00 —1.50 46.65 
WENGE OTE . 5. 5 on ne recede ciecccceece — .66 12.89 —.75 18.80 
EID... 52s: vs. cliv.s osc cas emeetaens — .42 8.11 —.73 18.39 
SR ARO Ee Pay tent Nee Ree +.25 4.23 +.02 .34 

















* Method of derivation same as in Table II. 
Source: Table XIII. 


The data in Table XIII do not lend support to the thesis that geographical 
differentials in interest rates are a function of risk. Oddly enough, the absolute 
and relative dispersion actually increased after capital losses were eliminated. 
The standard deviation increased from .51 to .62 and the coefficient of variation 
increased from 9.83 per cent to 15.00 per cent, following the elimination of 
capital losses. If this evidence appears inconclusive, the actual differentials 
may be examined—a procedure which reveals the same result in a different light. 

Table XIV indicates that all the geographical differentials except one are 
larger under the net interest rate than under the gross interest rate. This 
cryptic result, noted above, is therefore substantiated. The actual reversal 
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of the risk hypothesis need not detain us. The point of immediate interest is 
that the evidence does not support the hypothesis that regional differentials 
in interest rates are caused by similar differentials in risk. More complete data, 
running over a longer period might yield different results, but the accompanying 
data does weaken the position of risk hypothesis. 

Since the risk hypothesis yields no results, let us turn to other possibilities. 
Another attractive hypothesis relates the interest rate to cost. Thus, on such a 
theory, it is differentials in banking costs which cause the differentials in the 
rate of interest. 

Three separate ratios are employed to test the hypothesis. First, the gross 
earnings of national banks in the several Federal Reserve districts are expressed 
as a proportion of total assets, a procedure which provides the gross earnings 
rate on total assets for the several Federal Reserve districts. Aggregate costs 
of banks including net capital losses, in the several districts are expressed as a 
proportion of total assets in the same fashion to secure the rate of cost. The 
difference between the gross rate of earnings on total assets and the rate of cost 


TABLE XV 


Gross Earnincs, Cost, AnD New Prorit Rates or NaTIoNAL BANKS IN THE SEVERAL 
Sections, 1918-1941 








REGION GROSS EARNINGS TOTAL COSsT* NET PROFIT** 
TROMRIIIS 5 ipos oe oias te singe eearcowameees 4.07 3.43 -64 
TINS oseids ae Sens aleetaouaeeosmaien 4.33 3.76 .58 
SR Arete pene une Uae 4.62 3.94 -68 
GMI 5.0 5 Cas 75 conios nore tou tee eee ene 4.78 4.04 74 











* Total cost is operating cost plus net loss on capital account. 
** Net Profit expressed as a proportion of total assets. 
Source: Annual Reports of the Comptroller of the Currency. 


equals the rate of net profit on total assets. As usual, the district rates are 
combined into regional averages by appropriate weighting. Table XV presents 
these rates. 

It is revealed in Table XV that each section holds the same position in the 
scale of costs that it holds in the scale of gross earnings. The general corre- 
spondence of the rates of cost and gross earnings is so obvious as to require 
little comment. Furthermore, a glance at the rate of net profit reveals that 
the differences in this rate as between sections are small in absolute terms. After 
cost has been eliminated differentials are small. 

It will next be appropriate to compare the differentials in gross earnings 
directly with the differentials in cost. Their approximate equality would tend 
to support the hypothesis that differentials in gross earnings correspond to 
differentials in cost. Another way of regarding the same general relationship 
of cost to the gross earnings rate is to examine differentials in the rate of net 
profit. These differentials express regional differences which are not accounted 





126 JOHN S. HENDERSON 


for by cost, for if we subtract the rate of cost from the rate of gross earnings we 
secure the rate of net profit, as defined above. The differentials exhibited in the 
net profit rate cannot, therefore, be attributed to cost. 

There is revealed in Table XVI a rather close correspondence between the 
actual differentials in the rate of gross earnings and the differentials in the rate 
of total cost. By the same token the differentials in the rate of net profit are 
much smaller on an absolute basis than the differentials in the gross earnings 
rate. Thus, the largest differential in the gross earnings rate is .71, where1s the 
largest differential in the net profit rate is .16. The latter differential is equal 
to the smallest differential in the rate of gross earnings. In short, we have defi- 
nite evidence that the differentials in the gross earnings rate are largely accounted 
for by cost. Eliminate cost differentials and you eliminate by far the greater 
part of the differentials in interest rates. 

Whereas the actual correspondence of differentials in the rate of gross earnings 
and the rate of cost is established by Table XVI, the differentials in the rate of 


TABLE XVI 


DIFFERENTIALS IN Gross Earnines, Cost, anp New Prorit Rates or Nationat Banks 
IN THE SEVERAL Sections 1918-1941 








REGIONS GROSS EARNINGS TOTAL COST NET PROFiT* 
Northeast—South.............ccccesceee —.71 —.61 —.10 
Northeast—West..............2.eeceeee —.55 —.51 —.04 
Midwest—South................0eeeeeeee —.44 —.29 —.16 
PRWEB WE «og nici cc cecccweecewces —.29 —.18 —.10 
Northeast—Midwest.................... — .26 — .33 +.06 
IN gs. cies cnacntrn chorea he wie —.16 -—.11 —.05 














* Difference between the rate of gross earnings and total cost. The inconsistency in 
the Midwest—South differential is the result of rounding figures. 
Source: Table XV. 


gross earnings tend to exceed the differentials in the rate of cost. This suggests 
the possibility that a relationship other than mere correspondence may hold 
between the gross earnings rate and the rate of cost. Economic theory teaches 
that the relationship between cost and price holds most effectively in the long 
run. Accordingly, it will be appropriate to examine data on the gross earnings 
rates of national banks, as compared with the corresponding rates of cost for the 
several Federal Reserve districts during the period, 1918-41. 

Table XVII reveals a tendency for the rate of gross earnings and the rate of 
cost to increase together in the several Federal Reserve districts. However, it 
is extremely difficult to gauge the precise degree of relationship existing between 
the two variables simply by looking at the figures. But, if the rate of gross 
earnings is plotted graphicaily against the rate of cost, the values of the rate of 
gross earnings being measured with reference to the vertical axis and the rate 
of cost being measured with reference to the horizontal axis, it may be seen 
that the plotted points will fall close to a straight line. And, in fact, it is pos- 
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sible to secure a measure of the degree to which the two variables are related. 
Thus, the coefficient of correlation derived from the above table is approxi- 
mately +.954. Such a measure indicates that there is actually a rather close 
relationship between the rate of gross earnings in the several sections and the 
rate of cost; and this relationship appears to be fairly approximated by a straight 
line sloping upward from left to right. In short, the rate of gross earnings in the 
several sections appears to vary with the rate of cost. It would be inappropriate 
to say that earnings were governed by cost. 

The rate of earnings of national banks on total assets should be related to the 
rate of earnings on loans and discounts. This supposition suggests the possi- 
bility that there is a functional relationship between the rate of earnings on 
loans and discounts and the rate of cost. 

As a matter of fact, the coefficient of correlation between these two variables 
for the period 1927-41 is approximately +.658.6 Such a figure indicates rather 
the possibility of a relationship than its actual existence. In another connection 
this possibility will be confirmed. 


TABLE XVII 


Rates or Gross EarninGs OF NATIONAL BANKS IN THE SEVERAL FEDERAL RESERVE 
Districts CoMPARED WITH THEIR Rates or Cost, 1918-1941 








DISTRICT zasumvos| ‘coer’ DISTRICT zamwincs| ‘coer’ 
WOW BONER. bie wccceees ee 3.14 || Cleveland............... 4.32 3.60 
CIN 8g oss ke oe cccaes 3.94 3.37 || Kansas City............. 4.53 3.94 
Ms ats oe eae 4.03 3.45 || Minneapolis............. 4.61 4.16 
De. I oo. So sales e 4.20 3.47 || San Francisco. .......... 4.62 3.94 
PHERGSOMIS.. 65. 656. eb se 4.21 3.45 | Atlanta.................. 4.63 3.88 
RIGHGHER 255555 sine 4.30 Siw PNB noes d3 esescthoks 4.83 4.08 




















Source: Annual Reports of the Comptroller of the Currency. 


The examination of the causes of regional differentials has so far led to the 
conclusion that a relationship between the rate of cost and the rate of gross 
earnings of national banks in the several sections seems to obtain. Such a result 
calls for further examination; for it is not proper to regard the rate of cost as an 
independent variable which determines the rate of gross earnings. It is neces- 
sary to recede from the rate of cost to some independent variable anterior to it. 
Perhaps, there are a number of such variables which act upon the situation in 
such a way as to enforce the observed relationship between cost and earnings. 
One variable which may exert such an influence is the size of the typical bank. 

In the Federal Reserve Bulletin, tables have been published classifying various 
banking ratios according to the size of banks, and according to Federal Reserve 
districts. Four of these ratios are reproduced in Table XVIII: (1) the rate of 
interest; interest earned on loans and discounts expressed as a proportion of 
loans and discounts; (2) the rate of earnings; earnings from all sources expressed 


6 The coefficient of cori: iution between the gross earning rate on total assets and the 
rate of cost, 1927-41, was approximately .948. 
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as a proportion of total assets; (3) the rate of cost; total cost, including net loss 
on capital account, expressed as a proportion of total assets; (4) the rate of net 
profit; net profit expressed as a proportion of the capital account. The rates 
under consideration are unweighted averages of the ratios of individual banks 
in the several Federal Reserve districts. These basic data were transformed 
in such a way as to facilitate comparison of regions, by appropriate weighting 
and averaging. Although the data cover the four year period, 1937-40, only 
one of these years, 1939, will be considered. Reference to the original sources 
will establish the similarity of the results in every year. 

Table XVIII presents the basic data for the year 1939. This cumbersome 
table reveals three relationships. First, as the deposit size of the bank increases, 
the rate of interest falls. Second, as the deposit size of the bank increases, the 
rate of earnings falls. Third, as the deposit size of the bank increases, the rate 
of cost falls. In short, the rates of interest, cost and earnings vary inversely 
with the size of the bank. This result holds true for each individual section 
and for the United States as a whole. When these rates are plotted against 
the mid-point of the deposit size, a curve is obtained; and the appearance of 
these curves is similar to that of a conventional demand curve. 

We should like to know more about the relationship between the variables in 
question, and the closeness of the relationship. But since, the average size of 
the bank within each size group is not revealed, it is necessary to suppose that 
it falls at the mid-point. On this assumption further analysis may be attempted. 

Our former linear hypothesis fails to satisfy the requirements of the situation. 
However, if the logarithms of, say, the rates of interest are plotted against the 
logarithms of the several sizes of banks with which they are associated, the 
points assume a linear pattern. In short, the data satisfy a simple logarithmic 
form. And the relationship revealed is such that a percentage decrease in the 
rate of interest equals the percentage increase in the size of the bank times a 
constant. The same sort of relationship holds true for the rate of gross earn- 
ings and the rate of cost, on the one hand, and the size of the bank on the other. 

In order to verify these results it is necessary to measure the degree to which 
the data fit the hypothesis thus set forth. That is, how closely do the points 
cluster around a straight line, when plotted on double logarithmic paper? Such 
a measure is the so-called ‘index of correlation.’”” There are fifteen relation- 
ships to be measured; namely, the relationship between the size of the bank, on 
the one hand, and the rate of cost, the rate of earnings, and the rate of interest, 
on the other, for the four geographical regions and the United States. Testing 
these relationships, it is found that the index of correlation is —.95 or better 
in each case, and —.99 or better in two-fifths of the cases.? Our hypothesis 
that there is a logarithmic relationship between the size of the bank and the 
several rates seems to be justified. It now seems valid to conclude that this 
logarithmic relationship is a reasonable approximation to the observed data. 

Thus, we are assured that the rate of earnings varies with the size of the 

7 For a detailed description of the method of correlation used see Croxton and Cowden, 


Applied General Statistics. New York: Prentice Hall, 1939. Pp. 694-700. 
8 In one instance the index is as low as —.9487, approximately. 
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typical bank. The rate of cost likewise varies with the size of the bank. A 
further conclusion follows from these two relationships: for any two dependent 
variables which vary with a single independent variable bear a definite relation- 
ship to one another; and this relationship may be thrown into a form which 
reveals only the relationship between the two dependent variables. Accord- 














TABLE XVIII 
RATES IN THE SEVERAL GEOGRAPHICAL REGIONS, ACCORDING TO THE S1zE OF THE BANK, 
1939* 
(Deposits in Thousands of Dollars) 
BANKS WITH DEPOSITS OF: 
500 | 1,000 | 2,000 | 5,000 | 10,000 | 50,000 | over 
G. Interest 
Northeast ................ 5.4 | 6.1 | 5.8 | 5.7 | 5.6] 5.4 |] 5.1 | 4.5 | 3.2 
SNe. 32s sees Se 6.9 | 8.3 | 7.7 | 7.2 | 6.6] 6.2 | 5.5 | 4.7 | 3.9 
MIG a: 3's 0 Sica alee ens eae 6.0 | 8.3 | 6.6 | 6.2 5.9| 5.4 | 4.9 | 4.5 | 3.3 
MIN 3 ie sncumntecsopsae 6.5 | 7.5 | 7.4 | 6.7 6.6 | 6.0 | 5.5 | 5.2 | 4.8 
OS aie) Sete gore Ah 6.2 | 8.0 | 7.0 | 6.4 | 6.0] 5.6 | 5.1 | 4.6 | 3.6 
G. Earnings 
NGrGOnt 5.5. os cade ei cis 3.6 | 4.1 | 4.0 | 3.8 | 3.6] 3.5 | 3.4 | 3.1 | 2.3 
_ ee GRR CRD er sec 4.0 | 4.9 | 4.5 | 4.3 | 3.8] 3.6 | 3.0 | 2.7 | 2.2 
BIE 56-60 s Soka eae 3.6 | 4.3 | 4.1 | 3.8 3.4| 3.2 | 3.0 | 2.5 | 1.9 
bn RES a RPE Rika 4.1 | 5.2 | 4.7 | 4.3 4.2) 3.7 | 3.7 | 3.3 | 3.0 
Wis n aaicin Ceatiecaueee 3.8 | 4.9 | 4.4 | 4.0 3.7 | 3.5 | 3.2 | 2.8 | 2.3 
N. Profit 
ROR LR aE 4.6 | 2.6 | 3.38 | 4.7 | 4.9] 4.4 | 5.1 | 5.6 | 5.0 
Se ee ere eee 8.3 | 5.5 | 7.6 | 9.38 | 8.5] 8.8 | 8.5 | 9.3 | 7.5 
WONG ooo sowcntscasce ses 8.3 | 6.0 | 8.0 | 8.4] 9.3] 8.7 | 8.5 | 8.9 | 8.4 
sn « MRR TA eerie Patoant arte 8.6 | 6.8 | 7.8 | 8.2 | 10.0] 9.9 | 8.0 | 9.5 | 7.4 
We Si chieinno eee 7.0 | 5.2 | 7.1 | 7.5 | 7.4] 6.7 | 6.8 | 7.8 | 6.4 
Cost 
WIGPURORNG. 6.0.5 3.6sc0.caie cee 2.9 | 3.5 | 3.38 | 3.1 | 2.9] 2.9 |] 2.8 | 2.4 | 1.8 
BE eS. cowie aan sine 2.9 | 3.8 | 3.3 | 3.0 2.8 | 2.6 | 2.2 | 1.8 | 1.5 
MENG secs c ules creed 2.7 | 3.2 | 3.0 | 2.8 2.5 | 2.38 | 2.3 | 1.8 | 1.3 
WOME, ra siicits-camtendse ete 3.1 | 3.9 | 3.6 | 3.3 3.1) 2.6 | 2.9 | 2.4 | 2.4 
W. Bock Sie pesesniatnetn sed 2.9 | 3.9 | 3.3 | 3.0 2.8} 2.7 | 2.5 | 2.1 | 1.7 
































* Data given originally by Federal Reserve Districts. 
Source: Federal Reserve Bulletin. 


ingly there can now be said to be a relationship between the rate of gross earnings 
and the rate of cost, because the values which each assume are derived from the 
value of the independent variable, the size of the bank.® 


® Theoretically, when the empirical equations have been determined which relate the 
rate of earnings to the size of banks and the rate of cost to the size of banks, we have the 
desired relationship in parametric form. All we have to do is eliminate the parameter, the 
size of the bank, to secure the equation relating the rate of cost to the rate of earnings. 
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A simple way to establish the validity of the assertion is to graph the data, 
measuring the rate of earnings along one axis and the rate of cost along the other. 
Once more a linear pattern is revealed; that is, a straight line furnishes a reason- 
able approximation to the data. Resorting once more to the coefficient of cor- 
relation, we find that the coefficient of correlation is approximately +.98 in 
one case and better than +.99 in the other four cases. On precisely the same 
ground there may be shown to be a relationship between the rate of interest 
and the rate of cost in each section and in the United States. Here the corre- 
lations are +.94 or better. 

Let us summarize these results: the rate of interest, the rate of earnings, and 
the rate of cost within each section appear to be related to the size of the bank. 
In short, it is the size of the bank which determines what a bank in any given 
section will charge on its loans or will require as a return on stocks and bonds. 
But the size of the bank also determines the corresponding rate of cost. In 
consequence, the rate of cost bears a relationship to the rate of interest and the 
rate of earnings—a relationship which may be expressed in terms of the variable 
which affects them in common, the size of the bank. 

The size of the bank was selected as the independent variable partly for rea- 
sons of symmetry. If the rates of earnings and the rates of cost, as measured 
along the vertical axis, are plotted against the corresponding deposit sizes, as 
measured along the horizontal axis, two curves of a similar form will be obtained. 
The curve relating the rate of earnings to deposit size will lie above the curve 
relating the rate of cost to deposit size. From the viewpoint of formal logic 
there is an advantage in stating the relationships involved in such a way as to 
reveal the common effect which a change in the size of the bank produces on the 
rate of earnings and the rate of cost. Furthermore, we wish to recede from the 
rate of earnings to some variable anterior to it in order to explain regional dif- 
ferentials in the earnings rate. For our purposes, therefore, it is desirable to 
regard the size of the bank as an independent variable. There may, of course, 
be further variables which interact to determine the size of the bank in any given 
section; but it is not one of the purposes of the present paper to examine this 
matter. 

The determination of the size of the bank in which most of the deposits are 
concentrated, in any section, would afford a means of reaching some definite 
conclusions about regional differentials. If the bulk of the deposits in any one 
section is concentrated in extremely large banks, then the interest rate will lie 
at a low point on the curve relating the rate of interest to the size of the bank. 
In the same way the rate of cost and the rate of earnings would lie at low points 
on their respective curves. On the other hand, if the bulk of the deposits of 
any given section are concentrated in small banks then the rate of interest will 
tend to lie at a high point on the curve relating the rate of interest to the size 
of the bank, and so on. 

In comparing the rates of interest in any two sections and the corresponding 
differentials we need to know the corresponding schedules relating the rates of 
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interest to the size of the banks, and the distribution of deposits in the several 
sections. In this way an elaborate analysis of each regional differential could 
be developed. : 

Space does not admit of such an analysis here. But it will be appropriate to 
regard briefly a table of deposit distributions for the year 1940.” 

The results revealed in Table XIX may be classified as follows. In order of 
deposit concentration in the larger banks, the regions rank as follows: (1) West 
(2) Northeast (3) Midwest (4) South. Now we need to know which schedules 


TABLE XIX 


PERCENTAGE DIsTRIBUTION OF DEPosiITs AMONG NaTIONAL BANKS OF Various SIzEs, BY 
GEOGRAPHICAL Recions, 1940 

















PERCENTAGES 
SIZE OF BANK BY AMOUNT OF DEPOSITS 

Northeast West Midwest South 
Up to See onions te 15.02 8.20 17.94 25.54 
$5,000,001 to $50,000,000...................00. 15.10 16.09 24.61 39.04 
$50,000,001 to $100,000,000.................... 3.72 2.32 4.76 19.76 
SIGO CEOS) GRE GHSP. 5... oo coc csecsveseesess 66.16 73.39 53.14 15.66 

(15*) (10*) (14*) (6*) 
TOUR. 0... Se eh A SA eee 100.00 100.00 100.00 100.00 














* Number of banks falling in this size group July 29, 1940. 
Source: Annual Reports of the Comptroller of the Currency. 








TABLE XX 
LOWNESS OF SCHEDULE eB ea 
WR ssa os acoso sacwete oabehne tare 2 2 
WHINING, 50-5 os 66 oclb nose cade sbageemtenaeaeee 1 3 
GATE ER, ee Pe Sere Pee phe pepe ee, 3 4 
WB is cncon Shecndy enibaads ernoneeeeesiienae + 1 











relating interest (and gross earnings) to deposit size are placed highest up from 
the horizontal axis, along which deposit size is plotted. That is, we wish to 
know which sections have the higher rates for each several deposit size. Regard- 
ing Table XVIII, and paying particular attention to the rates in banks with 
deposits of 2 millions or better, we may rank the sections as follows, in order of 
the lowness of rates: (1) Midwest (2) Northeast (3) South (4) West. Table XX 
combines the results in systematic form. 


10 Since this data on deposits refers to 1940, it is not strictly comparable with the data 
on interest which refers to 1939. However, as the relative distribution of deposits within 
any given section is likely to be stable from year to year, the use of this data appears to be 
justified. 
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These sections may be considered in the order in which they are listed. The 
Northeast has a low schedule and a relatively high deposit concentration; result, 
a low rate. The Midwest has the lowest schedule, and a relatively low con- 
centration ; result, on balance a low rate, but not so low as that of the Northeast; 
South, a high schedule and a very low deposit concentration; result, a high rate; 
West, an extremely high schedule for the larger banks, and a high deposit con- 
centration; result, a high rate with the height minimized by such concentration. 

A summary of the conclusions reached may be set forth as follows. First, a 
marked decline in all the several rates of interest during the period was noted. 
Second, the relative dispersion of the regional rates increased over the period 
under consideration. Third, a result, rather indicated than proven, is the tend- 
ency for the dispersion of rates to diminish in those periods of crisis, or turning 
points, which characterize the crucial periods of the business cycle. Fourth, the 
risk hypothesis for explaining regional differentials was examined and no support 
was found for it in the data examined. Fifth, the hypothesis that regional dif- 
ferentials in interest rates are caused by differentials in cost was examined. Dif- 
ferentials in the rates of cost of national banks were shown to correspond closely 
to differentials in rates of gross earnings on total assets; moreover, a definite 
relationship was shown to exist between the rate of gross earnings and the rate 
of cost in the several Federal Reserve districts. Sixth, a series of relationships 
between the deposit size of the banks on the one hand and the rate of interest, 
the rate of earnings, and the rate of cost on the other was indicated. There 
arises from these relationships an explanation of the relationship between the 
rate of gross earnings of national banks on total assets and the rate of cost; for 
these variables appear to be governed by a common variable, the size of the bank, 




















THE INTERNATIONAL COPPER CARTEL ™“ 


ADELAIDE WALTERS a 
Chapel Hill, N.C. 


‘ The International Copper Cartel, established in 1935, terminated prematurely 
in 1939 upon the outbreak of the Second World War. It represented an attempt 
by the world’s largest copper producers to regulate the world copper market 
outside the United States chiefly by adjusting the mine production of copper ore 
to consumption at prices agreeable to the cartel members., The structure and 
operation of this internatiénal collective marketing control offers a wealth of 
source material for the statesman, political scientist and economist. 

The history of the copper trade can be traced back to ancient man’s search 
for better implements and materials. Even then the copper trade assumed an 
international character as it followed the development of civilization in Europe, 
India, China. Then for a time it was superseded by the discovery and use of 
other metals. 

In the Middle Ages, interest in copper revived again. In 1548, an inter- 
national copper cartel was formed which did not differ much in its structural 
aspects from modern international marketing organizations. Scarcity of supply, 
poor transportation facilities, and, last but not least, the protective measures of 
the almost insolvent Holy Roman Emperor gave this monopoly its peculiar 
power. This cartel controlled the bulk of production and trade in this com- 
modity all over Europe. The marketing controls were so stringent as to stir 
up an anti-monopolistic movement which was quelled only by the efforts of the 
Emperor himself.! 

Much has been written about the historical and technological development of 
the so-called “red metal.”” We all know that the discovery of the rich ore de- 
posits in the United States made this country by the end of the nineteenth 
century the largest producer of both raw and refined copper, and that the age of 
electricity was ushered in with the improvements in smelting and producing of 
copper.” 

' It seems advisable to mention briefly some of the outstanding features of the 
international controls operating on the copper market between the two world 
wars. It was in 1918 that possibly the most successful cartel (at least from 
the producers’ point of view) was formed to liquidate the tremendous stocks of 
copper piled up as a result of the war and to regulate new production and exports. 


1 Jacob Strieder, Studien zur Geschichte Kapitalistischer Organisationsformen, Munich, 
1925, II ed., pp. 71 ff. and 494 ff, and by the same author, Die Deutsche Montan und Meitall- 
Industrie im Zeitalter der Fugger, Berlin, 1931, passim. 

2A brief but comprehensive history of the copper industry, including international 
cartels up to 1935, is to be found in the volume International Control in the Non-Ferrous 
Metals by William Yandell Elliott and others (New York, 1937), pp. 363-590, especially 
in the chapters ‘‘Copper”’ by Alex Skelton and ‘“‘The Copper Industry in the U. 8S.” by 
Elizabeth S. May. 
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This cartel was wholly American in membership, organized under the Webb- 
Pomerene Law. Called the Copper Export Association, it represented 95 per 
cent of the American output and thus was able to control the world market, 
because the only outsider of any real importance then was Katanga, the Belgian 
Congo concern, which was only in the infancy of its development. The chief 
copper mines in Canada, Mexico, and Chile were at that time principally Ameri- 
can owned or controlled. The American surplus stock of copper remaining from 
the war was liquidated by assigning it to the Association which then provided 
financial arrangements for setting up a pool to which each member contributed 
and from which each member received proceeds as the copper was disposed of. 
Although the Sherman Anti-Trust Act prevented any agreement as to American 
domestic production, it is generally conceded that production was at least ‘‘un- 
officially” curtailed. The Association may be classified as an export cartel con- 
taining such features as a common selling agency (for exports), a fixed price for 
foreign sales, and allocation of shares for export. A fortuitous combination of 
circumstances served to make this venture successful. Consumption of new 
metal though reviving slowly, was beyond expectations especially in Europe, 
where huge stocks and scrap piles were a threat to the market. The change in 
the status of Japan from a copper exporter to an importer, the decrease in the 
Australian output due largely to labor difficulties, the satisfactory and orderly 
liquidation of the pooled surplus, the absence of adverse competition from new 
sources of production (ten years later the Canadian and African development 
would have altered the whole picture) all furthered its success. After the 
primary purpose of reducing stocks to a level with consumption had been 
achieved, dissension arose between the American companies with foreign prop- 
erties and those with purely domestic facilities. As a result, the Guggenheim 
interests withdrew and the cartel was disbanded in 1924. 

Between 1924 and 1926 no formal marketing control ruled the international 
copper market. The next cartel, named Copper Exporters, Inc., also a Webb- 
Pomerene association, had a colorful career from its inception in 1926 until its 
rather inglorious end in 1932. The members of the cartel, accounting for ap- 
proximately 95 per cent of the world production of copper, represented not only 
American but foreign interests. This was the first and last time that a Webb- 
Pomerene Association included other than U. 8. members. With a favorable 
market condition of low stocks and rising consumption the copper producers 
were in a strong position. Everything went along smoothly until the hectic 
boom period of 1928 and 1929 when the cartel resorted to rationing sales, thereby 
causing the buyers to bid the price up and up. Resentment against the cartel 
and the Americans in particular who dominated cartel policies, finally became 
so great that a buyers’ strike was called. From then until the dissolution of the 
cartel in 1932, with the enactment of the United States excise tax on copper, the 
power position of the cartel steadily declined.* Like many another cartel it 
could not weather the storms of depressed prices and excessive capacity. 

3’ Cf. TNEC, Hearings, Part 25, p. 13168 f. 


4 According to E.S. May an effect of the imposition of the excise tax was to cut off Ameri- 
can domestic producers from the cartel, W. Y. Elliott, op. cit., p. 582. 
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At the London Monetary and Economic Conference in 1933 an attempt was 
made to find a workable basis for co-operation on the international copper mar- 
ket. In a report of the subcommittee of the Monetary and Economic Confer- 
ence, appears the following statement: “The delegation of the United States 
of America calls attention to the desirability of considering plans for the co- 
ordination by the international agreement of the production and marketing 
of copper.... Accordingly, it is proposed that the Governments of the copper- 
producing countries submit to the Secretary-General of the Monetary and 
Economic Conference, before September 15, 1933, their views and proposals 
concerning the organization of the production of copper and of the international 
trade in this product, with a view to the summoning of a suitable meeting to 
examine whether it is possible and expedient to conclude an agreement.’*> Ap- 
parently, nothing came of these efforts; at least there is no information available 
to the public on any subsequent developments. Occasional attempts were made 
by copper producers, American and foreign, to reach an understanding on some 
kind of co-operative marketing conirol, but no definite undertaking was launched 
until the International Copper Cartel was formed in 1935. 


II 


The International Copper Cartel may be justifiably classified as an inter- 
national cartel. It was international because it united participants from differ- 
ent countries and because it serviced the world market. It was a cartel because 
independent private entrepreneurs agreed upon standards of behavior on the 
copper. market. Thus impersonal forces on the market moved within limits 
determined by collective action of organized sellers. Control of the market 
however, was far from water-tight. The scope and power of the cartel were 
limited both by the voluntary action of the members, and by external 
circumstances. 

» Some of the monopolistic elements to be found on the copper market aside 
from the cartel may be summarized as follows. First, the psychological rela- 
tionship among the principal world exporters even apart from their cartel rela- 
tionship was one more of friendly than unfriendly rivalry. They were in the 
same boat, so to speak; they all had heavy plant investments; they needed to 
sell large quantities of copper in order to operate their mines at all efficiently; 
most of them had co-operated previously on the copper market; many had 
interlocking corporate connections. Secondly, ownership was concentrated in 
the hands of a few producers who took into account each other’s business policies. 

On the other hand even within the cartel certain factors in regard to the inter- 
national copper market tended to promote competition and prevent the estab- 
lishment of a complete monopoly. After 1935, copper exporters were disinclined 
to fix uniform prices. They merely wanted to influence prices indirectly and to 
smooth out wide price fluctuations. The potential threat of heavy exports from 
non-participants in the United States or in Canada acted as a brake on any at- 
tempt to extort excessive prices. The production or sale of scrap copper was 


5 TNEC, Hearings, Part 25, p. 18213 f. See also Journal of the London Monetary and 
Economic Conference, July 28, 1933, p. 247. 
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not subject to cartel regulation and therefore constituted another potential 
source of competition. The location of the copper mines in fairly undeveloped 
areas such as Rhodesia, the Belgian Congo, and Chile affected the power of the 
marketing organization because it was necessary to operate these mines on a 
large scale not only to derive a profitable return on the large investments involved 
but also to prevent social dislocations. Colonial policies for example, exerted 
constant pressure to keep the natives employed. + 


Ilr 


. A brief description of the cartel agreement is contained in the following section. 
In the latter part of 1934, circumstances began to look more favorable for some 
kind of co-operation among the copper producers. First, the relative power 
position of the copper producers on the world market had been crystallized. 
The great volume from the Canadian and Chilean copper mines had come in 
during the twenties, but the Rhodesian mines did not begin large scale produc- 
tion until the early thirties so that their capacities had been uncertain before 
1935. Secondly, copper stocks, while reduced from the 1932-33 levels were still 
far above the requirements of consumers.’ One may surmise that copper 
producers were aware of the experience of the tin producers in oper- 
ating their buffer stock scheme established June 19, 1934. During the 
existence of this buffer scheme, between June 1934 and February 1935 tin 
prizes fluctuated no more than 3.7 per cent, whereas during the same period 
world copper prices fluctuated more than 21 per cent. Then, too, with the 
general business outlook more optimistic, copper producers were anxious to be in 
a more advantageous selling position. So long as stocks remained excessive 
and production continued to surpass consumption, they could scarcely hope to 
procure profitable returns... In December of 1934, discussions leading to a cartel 
agreement were initiated by the European copper interests; indeed, the United 
States producers (acting as representatives for their foreign holdings) were 
almost too insistent that no cartel arrangement originated with them, however 
anxious they may have been to participate in one.’? , After some months of 
negotiation in New York and London,* the European and American copper pro- 
ducers signed an agreement on March 28, 1935, relating to copper on the world 


6 The Mineral Industry, 1936, G. A. Roush, ed., New York, 1937, p. 157. 

7™TNEC, Hearings, Part 25, pp. 13230 and 13236. 

8 Ibid., p. 13230 f. According to the testimony at the hearings, Mr. Arthur D. Storke, 
managing director of Roan Antelope and Mufulira Copper Mines in Rhodesia, telephoned 
Mr. E. T. Stannard, president of Kennecott Copper Corporation (and its Chilean subsidi- 
ary, Braden Copper Co.) to invite him and Mr. C. F. Kelley, president of Anaconda Copper 
Mines Corporation with subsidiaries in Chile and Mexico, to discuss some form of co-opera- 
tion on the copper market. Mr. Stannard suggested that the Rhodesian copper producers 
first make an agreement among themselves, then ‘‘compose their differences” with the 
Katanga, the Belgian Congo concern. Some time in the latter part of February, 1935, 
Mr. Storke telephoned New York again to say that they had solved the major difficulties and 
were ready to confer with the New York copper producers. The meetings in New York were 
harmonious and eventually culminated in an agreement. 
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market outside the United States. The agreement was to remain in effect 
until 1938 at which time it was prolonged until 1941. The resultant agreement 
consisted of a written statement of co-operation signed by all the participants, 
implemented by tacit and oral understandings among the participants and 
between the participants and certain outsiders not party to the agreement. ° 

‘The parties to the agreement consisted of five full members and two partici- 
pants who did not possess full membership privileges of voting and committee 
representation. , 

' The core of the cartel structure was a voluntary, rather loose alliance of the 
five entrepreneur groups who were party to the written agreement. Linked to 
them but of lesser stature were the non-voting entrepreneur groups. On the 
outermost periphery of co-operation were the friendly outsiders who were not 
an integral part of the cartel but were bound to it by the tenuous threads of 
tacit or oral understandings. ° 

* The members were grouped according to corporate and intercorporate connec- 
tions; e.g., the three foreign subsidiaries of the Anaconda Company were united 
in one group with one production quota. The three Northern Rhodesian com- 
panies, namely, Rhokana Corporation, Mufulira Copper Company, and Roan 
Antelope Copper Mines are commonly referred to as the “Rhodesian group”— 
not only because there is a proximity of interests and locality, but also because 
they have close interlocking financial arrangements. Roan Antelope and 
Mutfulira, indeed, have practically the same management.!® Each of the three 
Rhodesians was allotted an independent quota, but for all other purposes such 
as voting and committee representation, Roan and Mufulira were grouped to- 
gether." As can be seen from the full list of the members below, the setup gave 
an equal voice to United States and to British interests—i.e., two votes each— 
Katanga, the Belgian company, having the fifth vote. The names of the five 
full members of the cartel were :” 


. Rhokana Corporation (British) 

. Mufulira Copper Mines, Ltd. and Rozu Antelope Copper Mines, Ltd. (British) 

. Union Miniére du Haut Katanga (Belgian) 

. Braden Copper Company—Chilean subsidiary of Kennecott Copper Company 
(United States) 

5. Chile Exploration Company, Andes Copper Mining Company, Greene Cananea 

Copper Company—the first two located in Chile, the third in Mexico and all 

three subsidiaries of Anaconda Copper Mines (United States). : 


® TNEC, Hearings, Part 25, p. 13285. See also the full text of the agreement entitled 
“Memorandum of Provisions Covering Curtailment and Production of African, South 
American, and European Producers,’ in the Appendix to same, p. 13528, Exhibit No. 2157. 

10 Moody’s Industrials, 1935, pp. 65, 66. American Metal Co., Ltd., an American firm, 
largely British-controlled, owns 55.22 per cent of the outstanding capital stock of Rhodesian 
Selection Trust, Ltd., which in turn holds 35.77 per cent of Roan Antelope shares. It also 
has a two-thirds interest in Mufulira, Rhokana retaining the remaining third. See also 
Poor’s Industrials, 1938, under ‘‘“Rhokana”’ and ‘‘Roan Antelope” and ‘American Metal.” 
11 TNEC, Hearings, Part 25, Appendix, Exhibit No. 2157, p. 13528. 
12 Idem. 
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The two minor members were: 


1. Compagnie du Mines de Bor—a French-owned company located in Jugoslavia 
2. Rio Tinto Company, Ltd , a British-owned company located in Spain.” 


As indicated above, the United States copper producers were not nominally 
parties to the agreement except in so far as they acted as representatives of their 
foreign operating subsidiaries who did join the cartel. The United States pro- 
ducer-member, the Kennecott Copper Corporation, however, who seemed to the 
European members most dangerous on the foreign market, limited his engage- 
ments as to exports from the U. S. in an informal understanding stating that 
“our general policy probably would be not to export very much copper in the 
near future.’’* Various press reports hinted that United States exporters were 
willing to co-operate to the extent of restricting exports from the United States 
to 8,000 or 9,000 tons of copper monthly.* This has been denied, however, by 
one of the American members,” though events would indicate there might be 
some justification for such an assertion. 

The American custom smelters with the exception of American Metal were 
important outsiders and always something of a threat to the cartel, because the 
custom smelter must necessarily relieve himself of his supplies of copper in order 
to treat new supplies, no matter what the prevailing price. The smelters are, 
of course, even more dangerous when the New York export price rises above the 
domestic price. It may be significant that the largest United States smelter not 
only treated ores for the American cartel member promising to limit exports but 
also was connected financially with it.7 Another large custom smelter had a 
considerable financial interest in the African copper mines party to the agree- 
ment,!® and indeed often acted as their cartel representative. 

The United States secondary producers who were recovering scrap, were 
outsiders and at times exerted influence on the world market.!® Scrap copper, 
as mentioned above, was definitely excluded from the list of copper commodities 
subject to control under the agreement. 

Canadian copper producer-exporters are among the most important sellers 
on the international copper market. Although they did not become members 
of the cartel, they were considered friendly outsiders.2® Canadian copper is 
mined largeiy as a by-product of some other metal, such as nickel, zinc, gold. 


13 Tdem. 

14 Thid., p. 13237. 

15 Engineering and Mining Journal, v. 136 (1935), p. 67; Business Week, ‘‘Copper Drafts 
World Code,” April 6, 1935; Economist, June 13, 1935. 

16 TNEC, Hearings, Part 25, p. 13282. 

17 American Smelting and Refining Co. refines copper for Kennecott Corp., Yearbook of 
the American Bureau of Metal Statistics, 1941, p.18. The Guggenheims have a large interest 
in both companies. Cf. Poor’s Register of Directors. 

18 American Metal Co., Ltd. has world-wide activities in the copper industry. Moody’s 
Industrials, 1938. Cf. fn. 10. 

19 The Economist, June 22, 1935, p. 1421. 

20 See C. K. Leith et al., World Minerals and World Peace, p. 183; Business Week, April 6, 
1935, p. 36. ; 
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Canadian mine owners probably did not wish to restrict the production of copper 
since it would necessitate a proportionate reduction of the primary accompanying 
metal. It was reported that Canadian producers were willing to accept an 
export quota providing no restrictions were placed on production. 


y The Cerro de Pasco Company of Peru is also listed as a friendly outsider. 
r According to one press report the company “was a party to the copper agreement 
- on special terms not requiring reduction in output... .”” 

: Producers in Russia and Japan were not considered significant since practically 
. all of their output was consumed domestically.” 

’ The remaining outsiders were small plants such as Outokumpu Copper Com- 
: pany in Finland, Boliden in Sweden, Compagnie du Boleo (owned by American 


Smelting and Refining Company) in Mexico. 


IV 


‘Co-operation among the copper producers was made easier by the numerous 
financial and intercorporate connections among them.’ Since a detailed analysis 
of these relationships hardly seems pertinent to this discussion, I shall merely 
mention a few of the more significant ones. iw 
: The holdings and financial organization of the Rhodesian copper companies 
are so intertwined that it is difficult, if not impossible, to disentangle them. ‘a 
The companies are largely British-controlled with a substantial amount of 
American-owned shares. American Metal Company, Ltd. (British-controlled) 
through Rhodesian Selection Trust held a two-thirds interest in Mufulira Copper 

' Mines as well as approximately one-third of Roan Antelope’s capital stock. It 
also has a contract to sell the output of those two African mines.% Chester A. 
Beatty is Chairman of the Board of Directors and Arthur D. Storke, managing 
director of both Roan Antelope and Mufulira.* Rhokana is not only linked to 

) the other Rhodesians by interlocking holdings, but also has a one-third interest 
in Mufulira.?” 

The American Metal Co. of Canada, Ltd., a subsidiary of American Metal 
Co., Ltd., acted as manager for the Ontario Refining Co. which operates the 
very lace refinery owned by International Nickel Co. of Canada, and sells its 
copper output.2® American Metal Co., Ltd., also refines and sells the copper 


21 Commercial and Financial Chronicle, March 16, 1935, p. 1737. 
22 See Minerals Yearbook, 1986, p. 133 f. The ores from Cerro de Pasco were treated by 
American Metal Co. 
23 TNEC, Hearings, Part 25, p. 13233 f. 
24 W. Y. Elliott et al., op. cit., p. 449. 
25 See Moody’s Industrials, under ‘‘American Metal Company, Ltd.” 
j 26 Poor’s, Register of Directors. 
27 Poor’s Industrials, 1938, under ‘‘“Rhokana Corporation” and “American Metal Co. 
Ltd.” Sir Edmund Davis is a director in both Rhokana and Mufulira. 
28 Moody’s Industrials, 1938. it formerly held a 10 per cent interest in Ontario Refining 
Co. but in 1938 sold it to International Nickel Co. which now owns 100 per cent of the stock 
of its refinery. 
29 XVI Geological Congress, Copper Resources of the World, v. 8, Introduction, ‘‘History 
of the Development of the Copper Industry of the World,’ by J. W. Furness, p. 18, 1935. 
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from Cerro de Pasco Co. of Peru, the Matahambre Mines of Cuba (which it 
owns) and other companies.”® R. C. Stanley, president of International Nickel 
Co. of Canada, Ltd., is also a director cf American Metal Co., Ltd.® 

United States interests at one time held considerable stock in Noranda Mines, 
the second largest copper producer of Canada, but sold most of their shares before 
the bonanza copper ore body was discovered in 1928, which made Noranda one 
of the world’s largest copper producers.** The Nichols Copper Co., a subsidiary 
of Phelps Dodge, one of the big three U. S. producers, co-operated financially 
with Noranda Mines and the British Metal Corporation, Ltd. (the selling agent 
for Noranda and an important British copper dealer)* in building Canadian 
Copper Refineries completed in 1931. Subsequently, Canadian Copper Re- 
fineries set up a subsidiary rolling mill—Canada Wire and Cable Company—on 
the Board of Directors of which are two directors of Katanga, the Belgian-owned 
copper company. Katanga is about one-third British owned.* 


v 


The regulation scheme of the cartel included the following items: production 
quotas, trade practices regulation, and exchange of information. ; The purpose of 
the cartel as stated in the first paragraph of the written agreement was “to 
bring about better conditions in the production, distribution and marketing of 
copper throughout the world outside of the United States. . ..’% 

"The International Copper Cartel intended to compress fluctuations on the 
international copper market within certain limits by regulating the supply of 
copper at the point of primary mine production. It is rather surprising that 
the copper producers decided upon a production cartel, since the trend of inter- 
national cartels has been toward export cartels. The experience of the Tin 
Cartel may have influenced the copper producers to choose this type of a cartel,® 
although even the Tin Cartel combined control of production with export sales 
quotas. 

\ The amount of metallic ore which a cartel member was allowed to produce 
was determined according to standards: first, by a standard figure (called a 
standard quota or basic tonnage) which indicated his particular share in the 
sum total of all cartel shares; second, by a figure which indicated the rate (per 
cent) at which all shares should be increased or decreased uniformly according to 
actual market requirements. The standard quotas or basic tonnages were the 


30 Moody’s Industrials, 1935, p. 65. 

31 Cleona Lewis, America’s Stake in International Investments, Washington, 1938, p. 242. 

32 The British Metal Corporation was formed under the auspices of the British Govern- 
ment during the last World War to handle the metal products of Empire producers. They 
became important dealers and selling agents. TNEC, Hearings, Part 25, p. 13167. See 
also Yearbook of the American Bureau of Metal Statistics, 1941, p. 18. 

33 Moody’s Industrials, 1938, under ‘‘Canada Wire and Cable Co. Ltd.” 

34 XVI International Geological Congress, op. cit., p. 10. 

3° TNEC, Hearings, Part 25, p. 13528. 

36 Engineering and Mining Journal, editorial, v. 136, February 1935, p. 58. The edi- 
torial also asserted that ‘‘British and Canadian producers lean strongly to production 
control...” 
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result of bargaining and reflected capacity and power position?” Gr Sat irregular 
intervals, the cartel through its Control Committee decided to what extent these 
standard quotas should be increased or decreased.*® In calculating the total 
volume for the standard quotas and in periodically determining how these quotas 
should be increased or decreased, the cartel took into account the needs of con- 
sumption, the size of customary and existing stock piles, and estimates of pro- 
duction and exports from Canadian refiners, other refiners, and the U. 8. custom 
smelters.*® “ Concerning the standard quota of one of the participants, agreement 
was postponed to a later time.*® 

‘Furthermore, the basic quotas were adjusted during the life of the cartel. 
The original agreement took cognizance of technological changes by providing a 
gradual increase in Mufulira’s quota beginning in January 1937 with a concomi- 
tant decrease in all other quotas except that for the Anaconda group which was 
to remain stationary.“ Again, when the agreement was renewed in 1938, 
Rhokana demanded and received an increased tonnage quota.” 

/ The marketing control was further strengthened by setting up uniform trade 
practices and by working out an arrangement which was designed to establish 
new regulations concerning trade terms.’ Trade practices were considered so 
important that the original agreement stipulated that the duration of the cartel 
was conditioned upon the members’ acceptance of a marketing report to be 


37 The production schedule in the agreement set the following figures for the basic ton- 
nages of the members: 


Chile-Andes-Greene Group...................eeeeeees 18,500 sh. tons per month 
MR 50 os o's vg Wein vngbcos bende tossd saa soaver scene 11,000 “ * 
BIE Sigs ce aceeie-y 5.5 04 5g a'c'e's oe ASME 9 saab Ree pees UFOS * 
Tie ER Soe ACI RS. eae eed 67a * . *& ¢ ve 
ESR AC Se eS 6,720 « «© « « 
I ooo tin'sis. 62.015 tints ee eee oa deanneueeubn ee —. ie 
P| SRE rer ne report ele ia Se "e 


38 Article 2 of the agreement reads as follows: ‘Mine production shall be curtailed from 
agreed basic tonnage to extent of 30 per cent, effective not later than June 1, 1935, and shall 
continue at that rate until changed by the Control Committee hereinafter provided for. 
For example a co-operating producer whose basic production is 10,000 tons shall not produce 
more than 7,000 tons in the month of June, 1935 and following month subject to modification 
as herein provided.’? ZTNEC, Hearings, Pt. 25, p. 13528. 

39 See The Economist, June 15, 1936, p. 1872 f. See also The Economist, June 25, 1938, 
p. 736. 

40 See TNEC, Hearings, Part 25, pp. 13528 ff. The tonnage asked by Bor for its quota 
was not accepted when the agreement was made. E. T. Stannard of Kennecott objected 
to including the tonnages of either Bor or Rio Tinto in the share of the co-operating group. 
Idem, p. 13233. Their actual tonnage never rose to the output produced in 1934 prior to the 
agreement or that in 1940, after the agreement. The representative at Rio Tinto assured 
the producers that its assigned quota was beyond its capacity, that it had been producing 
abcut one-third less than that amount and would continue to mine about the same quantity. 
The Spanish War interrupted mine operations so that there are no accurate figures for the 
years of the agreement. See also Minerals Yearbook, 1939, J. W. Furness and H. M. Meyer, 
‘World Aspects of the Copper Industry,’’ p. 113. 

41 TNEC, Hearings, Pt. 25, pp. 13530 f. 

42 Tbid., p. 18248. 
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prepared by the Trade Practices Committee. | This report was never formulated, 
so far as the author knows, and the cartel was renewed in 1936 without it.* 

One of the auxiliary devices for reinforcing the cartel was the maintenance of a 
statistical system through which the members were informed of each other’s 
stocks on hand, sales for future or prompt delivery, and rate of production. 
The Copper Institute with headquarters in New York co-ordinated this exchange 
of information.’ 

*Considerable secrecy was maintained in regard to some of the statistics. 
For instance, the standard quotas for the participants were not disclosed until 
the cartel had ceased operating, so that announcement of the percentage of 
quota permitted under the production plan meant nothing to an outsider. ; At 
regular intervals, “unofficial” statistics relating to stocks were issued to the 
press,“ but these were not always considered satisfactory.“ An improvement, 
however, was noted in the middle of 1938 when the Copper Institute began to 
give the press comprehensive foreign as well as domestic statistics.“ At times 
various officials in companies adhering to the cartel gave hints as to production 
and other data. 

Each of the five central groups had equal representation in voting and on 

committees. The two minor participants were simply allowed access to all 
information and discussion. 
‘ Most of the executive and policy-making functions were vested in the Control 
Committee consisting of one representative from each of the five principal groups. 
The remainder of the cartel functions were administered by a Trade Practices 
Committee which also was composed of representatives from the five main 
groups.’ 

The satisfactory operation of the cartel depended on a continuing compliance 
with the terms of the agreement on the part of member producers. In signing 
the agreement, the participants promised to abide by the decisions of the Control 


48 The Control Committee was empowered to establish uniform sales contracts as far as 
possible; sales were to be made directly to consumers except where sold in unfinished form 
to Custom Smelters or refineries and then merchants were to report sales to consumers; 
sales were to be made on the European Metal Exchanges for hedging only; electrolytic 
brands of copper were to be sold at seller’s option wherever acceptable; sales were to be on 
C.I.F. basis for usual ports of destination with differentials for other delivery points or on 
basis of F.A.S. seaboard ports of shipment; liberal exchange arrangements were to be made 
between sellers (TNEC, Hearings, Part 25, p. 13531 f). To what extent the Trade Practices 
Committee succeeded in establishing new regulations and to what extent they were followed 
by cartel members it is not possible to say because of the paucity of information available. 
At the July 15, 1935 meeting in London, the Control Committee made certain decisions 
which made for greater uniformity in selling.’ For example, the forward fixed-price electro 
sales were to be limited to shipment during the current and five following months; the fixed 
allowance for electro cathodes under the electro wide bar price was arrived at (quoted both 
in shillings and cents). Some questions such as rebates were left undecided. See TNEC, 
Hearings, Part 25, p. 13528 and 13533. 

44 The Economist, Aug. 24, 1935, p. 400. 

45 The Mineral Industry, 1937, p. 145 £; The Mineral Industry, 1938, p. 124. 

46 The Commercial and Financial Chronicle, July 23, 1938, p. 499. 
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Committee which handled all complaints relative to alleged breaches of co- 
operation. In case the violation was proved, no punishment or penalty was 
to be levied but the breach of agreement was to be remedied. There is no indi- 
cation that sanctions were ever invoked. 

The agreement stipulated that, if restriction of production in excess of 40 
per cent of the basic production tonnages was decided upon, compliance would 
not be compulsory. 


VI 


Demand on the copper market has always been fairly inelastic; thatis,adecline 
in price has not stimulated demand proportionately. In fact, in a short-term 
trend the reverse has frequently been true, as the copper producers will sadly 
tell you, recalling the depression days of five-cent copper that could find no 
buyers. As is well known, large quantities of copper are consumed in industries 
in which a single product uses so little copper that the price of copper does not 
visibly affect its price. This is especially true in the automobile and machine 
industries. The amount of copper consumed also depends largely on the general 
trend of the heavy industries, on the prosperity of the construction industries, 
and thus, not primarily on the price of copper. Furthermore, the buying of cop- 
per in large quantities usually occurs in buying waves, when the users of copper 
anticipate a rise in its price. Conversely, when they foresee a drop in the price 
of copper, they refrain from buying. It might be worthwhile to consider how 
far the operation of such fluctuations implies a distrust of the stabilizing power 
of cartel agencies. If buyers believed in a cartel’s power to stabilize the market, 
such expectations would have moved within moderate limits. Purchases and 
sales according to market expectations were also reinforced by the actions of 
speculators. In short, it may be said that the replenishment or depletion of 
inventories does not always depend upon actual needs but often upon real fears. 

The period from 1935 to 1939 was characterized by generally expanding de- 
mand on foreign copper market, due chiefly to a general improvement in business 
activity especially in the heavy industries and also to the race for armaments of 
war. The trend of prices in spite of a few setbacks was generally upward.” 

Before the agreement was consummated early in 1935, the international 
copper market had been depressed by severe international competition in addi- 
tion to heavy stocks, and mounting production. After the announcement of the 
restriction scheme, copper prices began to advance slowly. In June 1935 the 
market reacted unfavorably to the discontinuance of the NRA in the United 
States because of fear of a large increase in American exports.*® This, however, 
proved unjustified. In the beginning of 1936, the market was dull and demand 


47 The yearly average prices of standard copper in London, spot quotations in pounds 
sterling per long ton, were as follows: 1930—54.611, 1931—38.342, 1932—31.682, 1933—32.524, 
1934—30.281, 19835—31.867, 1936—38.441, 1987—54.465, 1988—40.707, 1939—42.689. Source: 
Yearbook of the American Bureau of Metal Statistics, p. 36, New York, 1941. 

48 The Economist of June 15, 1936, p. 1872 f. was of the opinion that the cartel agreement 
might break up because it would be hard to maintain limitation of United States exports 
without the help of the NRA code and its restrictions as to output. 
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slight. One hopeful sign, however, was that sellers were making no concessions 
to buyers.*® As curtailment of mine production continued, consumption began 
to exceed supply and reduce stocks on hand. This gave a lift to the market 
which continued throughout the year. Finally a buying wave in late 1936 
accompanied by heavy speculation on the London Metal Exchange and New 
York Commodity Exchange sent the price of copper skyrocketing to 17 cents 
in March, 1937, as compared with an average price of 9.6 cents for October, 
1936.5 Additional supplies on the market due to stepped up production co- 
inciding with activities of speculators in selling short on the Exchanges sent the 
price down to 14 cents in the same month." An increase in electrification and 
the production of motor cars in Great Britain helped the foreign market.” De- 
mand, on the other hand, was restricted for a time by Germany’s deliberate policy 
of limiting copper imports.* World production overtook consumption in May 
1937 and discussions began in London on reducing output again but this was not 
done until October. One difficulty faced by the cartel was its inadequate knowl- 
edge of the stocks in consumers’ hands. These so-called “invisible supplies” 
were a potential dampener on the market. 

In the spring of 1938, it became even more apparent that lagging improvement 
in American business had a tendency to depress the international market.™ 
While the international market was stimulated by rumors of war, consumption 
in the United States was depressed by the same news and reacted unfavorably, 
thus offsetting any improvement in the domestic copper situation. As 1938 
wore on, however, the tremendous demand on the part of foreign governments 
and private purchasers revived the international market. This favorable 
market situation continued until the outbreak of war, although the unsettled 
state of international monetary exchange influenced wide price fluctuations in 
summer of 1939.% 


VII 


‘The cartel, as mentioned above, maintained an ‘“‘open-price”’ policy whereby 
the prices at which copper was sold by the members were reported and listed 
daily. Prices pertained to practically all grades of copper except scrap and in- 
cluded fire-refined, blister, rods, and electrolytic. The price reports were also 
supposed to show price differentials in respect to certain grades and shapes. 
Each participant retained his own selling agency ~ 

‘There is certainly no proof that the International Copper Cartel intended to 


fix export prices periodically at one figure as the International Steel Cartel did? 


49 The Economist, Jan. 25, 1936, p. 222. 

50 The Economist, July 30, 1937, pp. 172, 173, 176. 

51 The Economist, March 13, 1937. 

52 The Economist, Sept. 24, 1938, p. 559. 

53 Tdem. 

54 The Economist, June 11, 1938, p. 624. In the summer of 1938, American consumption 
was lagging so far behind production that Kennecott and Anaconda (both members of the 
agreement) discontinued domestic mine production from June until August. 

55 New York Times, August 26, 1939, p. 21. 
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One of the participants declared that practically nothing was done by the cartel 
in the way of price determination, except that two or three producers of the best 
select copper arrived at an understanding on the price differential for certain 
shapes. It is significant, however, that the minutes of the meeting held by 
the Control Committee on July 15, 1935, recorded the following resolution, “It 
was agreed that the representatives of the various producers shall co-operate, by 
exchanging information, with a view to avoiding price cutting.’”’*” "There is more 
justification for believing that the members were interested in a minimum and 
maximum price. “As one member put it, the tacit objective of the cartel was not 
“to affect the price upward,” but “to prevent a diastrous decline.’”* _ 

The table of price indices of certain commodities during this period in the 
U.S. is given in Table I to show the development of copper prices in relation to 
those of other non-ferrous metals and other commodities such as steel and rubber. 

When the cartel agreement went into effect, the export price (New York 
electrolytic)®® had hovered between six and seven cents per pound for some time. 
This was considered too low by the producers.*® The desideratum of the cartel 
in regard to prices was expressed by one of the Rhodesians, Sir Edmund Davis 
thus: “The Rhodesian producers favored a larger output sold at a moderate 
price (£40 per long ton or approximately nine cents per pound) rather than re- 
stricted production at higher prices.”’*! No major producer, it was agreed, had 
costs of over eight cents a pound.” For a time, observers were led to believe 
that £40 was the maximum or pivotal price. When it became apparent, how- 
ever, that this figure was £45, or about 10 cents a pound, The Economist remon- 
strated: “The past history of restriction schemes shows all too clearly that their 
weakness lies in the producers’ inability to resist the temptation provided by a 
temporary excess of demand over supply and in their chronic tendency to under- 
estimate the degree to which increased prices will both transfer demand to sub- 
stitutes and also encourage under-cutting producers.’** One cartel member 
stated that the “consensus of opinion” among the participants was that all 


56 TNEC, Hearings, Part 25, p. 13239. 

57 Idem, p. 18236. 

58 Idem, p. 13538. 

59 Copper prices, unless specified otherwise, are given in cents per pound for electrolytic 
copper, based on sales for both prompt and future deliveries or in pounds sterling per long 
ton of standard copper based on the spot quotations of the London Metal Exchange. 

60 TNEC, Hearings, Pt. 25, p. 18235. See also Minerals Yearbook, 1936, p. 108. 

61 Minerals Yearbiok, 1936, p. 109. 

6 Copper production costs are not only difficult to compute but also controversial in 
nature. See the stacement of Mr. C. F. Kelley, TNEC, Hearings, Part 25, p. 18203. Mr. 
Arthur Notman, an outstanding expert on mining and mining engineering, calculates copper 
costs by using the method first developed by James Finlay, i.e., ‘‘taking the gross income 
received from sales of product and subtracting the amount distributed in bond interest and 
dividends. The remainder is really your true cost.’”? (TNEC, Hearings, Part 25, p. 13281.) 
See also the text from pp. 13281 to 13289 for his full discussion of copper costs.” 

6 The maximum price was sometimes termed a pivotal price, because at that point, the 
cartel moved to increase production and thus tried to prevent prices from rising above the 
maximum. 


6 September 24, 1938, p. 599. 
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restrictions as to production should be removed when the price reached £45. 
When this figure of £45 was reached in January, 1937, all production restrictions 
were removed until the price dropped to £45 in October. Again, restrictions 
were removed when the price rose above £45 in October, 1938, and re-imposed in 
December when the price fell below £45. Mr.8S.8. Taylor, president of Rhokana 


TABLE I 
InpicEs oF ComMopITy Prices IN THE U. S. A. 
1925-1934 = 100 





ALU- — omen com- 
TIN |COPPER| LEAD | ZINC | MIN- |NICKEL| NON- | PLATE 


| GOLD 
STEEL |POSITE coM- 
45.27 | 11.36 | 5.64 | 5.31 | rum | 35.00 | FeR- | $5.16 | rerc! pry. | 24-11 BINED | 922-69 


$31.10 | IsHED — INDEX| ‘57 
PER STEEL 7 





AVERAGE 


PRICE 
1925-1934 | ©: PER|C-ERP|C. PER| C. PER 24.27 |C. PER| ROUS PER 


LB LB LB LB C. PER LB |METALS| BASE 











LB eat 
1928 {111.5/127.4/108.8)113.6] 98.5} 100 | 116.4) 101.9) 105.2/103.6) 92.5)112.9) 91.1 
1929 99. 8/156 .2)118.0}122.3) 98.5) 100 | 129.9) 103.7] 111.0)105.2} 85.0/111.3) 91.1 
1930 70.0)112.1} 95.3) 85.9} 98.0] 100 | 100.9) 100.6) 102.3) 96.1) 49.4/100.9) 91.1 
1931 54.0) 71.8) 71.8) 68.6) 96.0] 100 | 75.8) 95.7) 94.4) 91.1) 25.3) 85.3) 91.1 
1932 48.6] 48.8) 53.9) 54.3) 96.0} 100 | 61.0) 90.9) 84.4) 89.1) 14.1] 75.8) 91.1 
1933 86.4) 61.8] 66.3) 75.9) 96.0) 100 | 73.0) 87.0) 83.6) 89.5) 24.9) 77.1) 117.3 
1934 {115.2} 68.9) 66.1) 78.4) 88.9) 100 | 82.9) 101.7) 87.4/100.2) 53.5) 87.6) 154.0 
1935 {111.3} 70.8) 69.3) 81.6) 84.5) 100 | 84.0) 101.7] 87.8/101.1) 51.4) 93.4) 154.2 
1936 {102.5} 82.5) 80.8) 92.3) 84.5) 100 | 87.7) 101.7) 95.5) 99.8) 68.0) 94.4) 154.2 
1937 = 119. 8)115.1/103.8)122.9] 82.7) 100 | 109.6) 101.2) 117.2/117.6) 80.5/100.8) 154.2 
1938 93.4] 85.6) 81.3) 86.9) 82.4) 100 | 89.2) 98.6) 114.0)115.2} 60.6) 91.8) 154.2 
1939 {110.9} 94.6) 86.8] 96.5) 82.4) 100 96.9) 109.3)109.4) 72.5 154.2 
1939 
Feb. {100.8) 88.9) 82.4) 84.8) 82.4) 100 | 93.7] 96.9} 109.3/110.6} 65.9) 89.8) 154.2 
Mar. /|102.1) 91.3) 82.6) 84.8] 82.4/.100 | 93.8] 96.9) 109.3/110.6) 67.6) 89.6) 154.2 
Apr. {104.3/ 87.1) 82.0) 84.8) 82.4) 100 | 91.5) 96.9) 109.3)110.6) 65.9) 89.0) 154.2 
May 108.3) 85.1) 81.5) 84.8) 82.4) 100 | 89.5) 96.9) 109.3/109.4) 68.4) 89.0) 154.2 
June {107.9} 84.4) 82.4) 84.8] 82.4) 100 | 89.3] 96.9] 109.3/108.5) 68.0) 88.3) 154.2 
July |107.2) 86.5] 83.3) 85.2) 82.4) 100 | 89.7) 96.9) 109.3/108.1) 68.4) 88.1) 154.2 
Aug. {107.7} 89.0) 86.7) 89.0) 82.4) 100 | 91.3] 96.9) 109.3/108.1) 69.3) 87.6) 154.2 
Sept. |140.8/107.1) 93.9]115.9) 82.4) 100 | 103.7} 96.9) 109.3)108.1) 88.3) 92.4) 154.2 
Oct. |122.1/107.1| 94.8/122.5) 82.4) 100 | 104.4) 96.9) 109.3/108.9) 82.5) 92.7) 154.2 
Nov. {115.4/111.0) 94.8)122.5} 82.4) 100 96.9} 109.3)108.9) 83.4) 92.5) 154.2 
Dec. {111.9)108.5) 94.8/113.2| 82.4) 100 96.9} 109.3)109.8} 82.5 154.2 












































Source: Statistical Bulletin of the International Tin Research and Development Council. 
London, February 1940. 


Corporation, remarked significantly that high-cost producers could not enter 
the international market until the price reached £45.% He might have pointed 
out that in 1937, when prices soared above £45, a number of marginal cost pro- 
ducers outside the cartel regime resumed production,—such as, Moctezuma 


% TNEC, Hearings, Part 25, p. 13242. 
66 The Hconomist, July 9, 1938, p. 98. 
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(Mexico), Sherritt-Gordon (Canada), O’Keip Copper Company, Ltd. (South 
Africa) .®7 

The pricing policy of the cartel necessarily had to take into consideration many 
factors, of course, one being the price of copper on the American market. 
Naturally, the cartel could not afford to have the world price rise above the 
American price,® as this might precipitate a flood of American exports and un- 
balance cartel policies. The United States domestic market was artificially 
fenced off from the world market by a four-cent excise tax so that practically no 
importer could threaten American domestic price policies.*® So-called imports 
appearing in American trade statistics were insignificant because they consisted 
of crude copper which was refined in the U.S. and re-exported. There was an 
inter-relation between U.S. domestic and world prices in another sense. It is 
inconceivable that American domestic prices would fall far below world prices 
because American copper then would have been bought and exported. This is 
literally true only of the copper marketed on the Commodity Exchange or mar- 
keted by jobbers elsewhere. That is to say, there was no obstacle to prevent a 
large American producer who administered his prices to a certain extent from 
differentiating between prices for the domestic market and for export. That 
American producers did at times set arbitrary prices, which did not conform to 
the general price level, is without question.”° During the existence of the cartel, 
the differential between prices for domestic copper on the New York market 
and for export copper varied. Prices for export were generally lower except 
for a few months at the end of 1936 and at the beginning of 1937.7 

Thus, control of the international copper market was not possible without 
taking into account exports from the United States market. The cartel did not 
wish to include American domestic producers in any export-sharing arrange- 
ment, since the American market was closed to foreigners after the 4¢ excise tax 
on copper was levied.” Kennecott Copper Corporation, the largest potential 
exporter from the United States in the low-cost category, was a participant of 
the cartel for its foreign holdings so it was natural to make an arrangement 
through them. As mentioned above, Kennecott Copper Corporation assured 


87 The Annalist, August 6, 1937, p. 214. 

88 The Economist, May 28, 1938, p. 498. 

6° This excise tax probably protected the American producers who with one or two ex- 
ceptions were high-cost producers. See the discussion in TNEC, Hearings, Part 25,’p. 
13237 f. 

70 TNEC, Hearings, Part 25, p. 13262. 

1 The price differentials for a few characteristic months are the following: (in cents per 
pound, New York electrolytic copper between domestic prices, f.o.b. refinery, and export 
prices, f.a.s.) June, 1935—1.327, July, 1985—0.425, August, 1985—0.241, December, 1935— 
0.611, August, 19836—0.288, September, 1936—0.002, October, 1936—(—)0.106, February, 
1937—(—)0.401, March, 1937—(—)0.815, April, 1937—0.429, August, 19387 (—)0.151, Sep- 
tember, 1937—0.546, July, 1938—0.012, December, 1938—1.002, February, 1939—1.290, 
August, 1939—0.050. 

72 An interesting discussion of the effects of the 4¢ excise tax on the American copper 
situation is to be found in Explorations in Economics, ch. XVIII, “‘A Footnote to a 
Chapter on Copper”, by F. E. Richter, New York, 1936, pp. 190-200. 
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the cartel that it would not export much.” According to press reports American 
exports were limited to a figure variously estimated as 8,000 or 9,000 short tons 
per month.” This figure refers to exports of refined domestic copper, the so- 
called ‘‘duty-free” exports. Dutiable copper is imported usually as blister or 
concentrates and then smelted and refined and re-exported (refining is done in 
bond and bonds cancelled when the refined copper is exported). An examina- 
tion of the “duty-free” exports reveals that Kennecott shipped no copper abroad 
from July, 1935 to July, 1938, that during the next year (from July 1, 1938 to 
July 31, 1939) it shipped only 21,800 short tons, of which about 9,000 tons was 
shipped the last month before the war began. From June of 1935 until March, 
1938, United States “‘duty-free’’ exports did not exceed 9,000 short tons monthly 
and only twice went slightly over 8,000. Until December 1938, United States 
exports remained above 9,000 tons by two or three thousand monthly (except 
for the month of May when they dropped to 5,000). From December, 1938 to 
May, 1939 they subsided to less than half the 9,000 tons limit when they again 
rose to nearly 13,000 tons for May, 10,300 for June, and 16,000 for July.” 

The problem of these excess American exports was reputedly discussed at a 
cartel meeting in London in May, 1938." The situation was. rather serious 
because, while demand on the foreign market was very active, chiefly due to 
armament purchases, the American market remained dull and depressed. It 
was hinted that, while no definite solution to the problem was found, the cartel 
was willing to agree to some additional exporting from the United States in the 
hopes that the United States domestic market would be improved and thus 
prevent a possible collapse in domestic prices which would certainly react un- 
favorably on the international market.”7 The action of American member- 
producers in drastically reducing their domestic output in the summer of 1938 
may have been reassuring to the cartel as a token of their co-operation. One 
commentator suggested that heavy United States exports in late 1938 and 1939 
may have been due to the fact that with rapid changes in the cartel production 
restriction rates, cartel members were unable to vary their operations quickly 
enough to fill the requirements of heavy foreign buying.”* It is also possible 
that the cartel permitted heavier exports from the United States, since much 
of the foreign shipment was due to extraordinary purchasing by the Japanese. 
The Economist in its reports on the copper situation from 1935 to 1939 frequently 
expressed great concern over the large volume of American exports. In 1935, 
it even doubted that the gentlemen’s agreement would be kept. Later, it ap- 


78 TNEC, Hearings, Part 25, p. 13231 f. 

74 See The Economist, May 13, 1936, p. 106; Economic Committee, League of Nations, 
Mimeographed Circular, E. 1039, July 1, 1938, p. 8; Engineering and Mining Journal, v. 
136, 1935, p. 67. 

7% TNEC, Hearings, Part 25, p. 13537 f. 

76 The Economist, May 7, 1938, p. 320 f. 
77 The Economist, June 25, 1938, p. 736. 
78 The Mineral Industry, 1940, p. 76. 
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peared more satisfied with the effectiveness of the arrangement but continued to 
fear that American exports might disrupt the operation of the cartel.”* 


vil 


At the conference of the copper producers in 1935 when cartel plans were being 
formulated, an elaborate marketing scheme was proposed and discussed but 
finally scrapped.*® Article 6 of the cartel agreement provided that “‘a study of 
the entire problem of co-operative marketing of copper’ should be prepared and 
recommendations tendered by the Control Committee to all participants. 

‘The problem of distribution has been simplified to some extent particularly 
in the United States, by vertical integration—that is, copper from the mined ore 
to the finished product is under one corporate organization. Most of the foreign 
ore, however, is usually fabricated by different concerns, though numerous inter- 
corporate connections exist between producer and selling agent and fabricator. 
At this stage is the middleman—the dealer or speculator who buys from the 
producer and sells to the fabricator. It is the middleman who is most disliked 
by the producer—for one thing, he may play one buyer against another (and 
incidentally may secure a lower price for the consumer). He may also speculate 
on the metal exchanges and cause prices to fluctuate widely to the dismay of the 
producer seeking stability. Producers argue that stable conditions with refer- 
ence to supply and demand could be brought about if the dealers were eliminated. 
The cartel decided, therefore, to sell directly to consumers and not to dealers 
with specified exceptions. This policy was strictly adhered to® and was con- 
sidered the most important of all trade practices agreed upon. The only excep- 
tion to this practice occurred when one participant threw some 5,000 tons directly 
on the Exchange in an effort to break what was considered an artificially high 

: e 
price. 

The effectiveness of this policy is not entirely clear, but there is no denying 
that it exerted an influence on distribution. How deep the influence penetrated 
is difficult to estimate. Early in 1936, it was apparent that because of this direct 
sales policy producers had little metal available for the London Metal Exchange. 
The rather large turnover on the London Metal Exchange does not mean that 
the resulting figures reflect actual copper demand and supply but rather the 
purchase and sale of copper for speculation. This writer does not have com- 
parative figures, but it may be noted that, in tin, about ten times the amount of 
tin actually available was sold on the London Metal Exchange, and this is at 
least to some extent true of the copper situation. One surmises, however, that 


79 See its weekly reports on copper in the section on nonferrous metals for these years. 
It also published occasional articles on the cartel. 

80 The Commercial and Financial Chronicle, March 23, 1935, p. 1911. 

81 TNEC, Hearings, Part 25, p. 13528. 

82 The copper producers who customarily sold unrefined copper to custom smelters or 
refiners could continue to do so, of course. 
88 TNEC, Hearings, Part 25, p. 13244. 
% The Economist, April 18, 1936, p. 125. 
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there may have been instances where a member necessarily sold copper through 
a dealer who may have speculated with it on the Exchange. Furthermore, the 
members could exert pressure on the buyers not to deal on the Exchanges but 
probably could not always prevent their doing so. Neither could the cartel 
prevent outsiders, even friendly ones, from selling directly or indirectly to the 
Exchange. 

The cartel desired to exclude not only intermediaries but also the commodity 
exchanges. This desire was realized only to a limited extent. The leading 
commodity exchange dealing in copper is the London Metal Exchange; it is the 
international market as far as copper is concerned. Copper speculation on the 
New York Commodity Exchange has been of sizable proportions only in the last 
seven or eight years. Both exchanges deal in standard or crude copper, i.e. 
copper that meets the requirements of 96 per cent copper for the warehouse war- 
rants traded in on the Exchanges. The direct sales policy of the cartel, as men- 
tioned, was designed to limit speculation on the London Metal Exchange. How- 
ever, the London Exchange continued to be a powerful influence on copper prices 
during this period. Indeed, it seems probable, as one participant testified that 
speculation on the Exchange sometimes brought higher prices than the cartel 
could have expected or desired. Since the Stock Exchange could not always 
anticipate the various production changes ordered by the cartel over a long 
period, it developed according to temporary situations. For instance, early in 
1937, when copper prices were soaring, the cartel removed all restrictions to 
production to check the boom. The Exchange, realizing that an increased 
volume in production would take nearly three months, continued to bid up 
prices, finally selling short in March, whereupon the price dropped sharply.® 
Since copper is usually sold on a three-months delivery basis, an announcement 
by the cartel that increased expansion has been decided upon has little immedi- 
ate effect. On the other hand, reducing output, especially if it brings production 
below consumption, has a greater effect. At times, however, the announcement 
of expanding production (as in October, 1938) and of the volume of stocks has 
tended to prevent a speculative boom and collapse.87 The Exchanges are also 
used for hedging purposes. Consumers sometimes cover their raw material 
purchases of copper by hedging so as to avoid losses arising from a wide variation 
in price from the time they buy the copper until it is manufactured. The fabri- 
cator’s price of rolled copper sheets, high brass sheets, etc. is based on the current 
price of electrolytic. The cartel agreement itself tried to restrict sales by its 


8 Mr. E. T. Stannard, president of the Kennecott Copper Corporation, testified, ‘(Most 
of the producers would like to do away with commodity exchanges as hedging gives rise to 
too much gambling. We ourselves do not use the commodity market and I personally know 
very little about the operation of the commodity exchange.”” TNEC, Hearings, Part 25, 
p. 13257. 

% The Economist, March 27, 1937, p. 742. Cf. Percy E. Barbour, ‘‘Copper Production 
and Consumption, A Complicated International Problem,’? The Annalist, July 30, 1937, 
p. 172. 

87 The Economist, July 9, 1939, p. 37. 
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members through agents on the customary commission basis and on the European 
Metal Exchanges except when made for hedging purposes.** 


Ix 


¢ A few observations on the operation of outsiders other than the Ame-icans 
should be made. Since Canadian copper production represents some 12 per 
cent of the world’s total, its power and importance in any international scheme 
to regulate copper production should not be underestimated. It is not exag- 
gerating to say that efforts by the Canadians to block the control scheme might 
well have broken the agreement. It has been suggested that, in calculating 
quotas and volume of production, the participants figured in the probable 
Canadian output, even anticipating a probable increase in the production of 
Noranda and International Nickel. Practically every commentator has re- 
marked on the friendly co-operation of the Canadians with the international 
cartel.** At the annual meeting of International Nickel Co. of Canada, Ltd., the 
chairman recommended “co-operation among copper producers.’®® The same 
company co-operated by developing its Creighton mine which has a smaller 
proportion of copper to nickel than its other mines: Again in 1938, Inter- 
national Nickel reaffirmed its intention to reduce its sales of copper in case of a 
deciine in demand.” It has been reported from a reliable source that “(Canadian 
producers of by-product copper were to keep their output at a minimum com- 
mensurate with the demand for their other products.” There is abundant 
evidence to bear the statement out. One market commentator remarked that 
there was no selling pressure from Canadian quarters on the London market.™ 
At one of its meeting, the Control Committee of the Cartel voted “to post prices 
of Mond Nickel,’ a subsidiary of International Nickel of Canada, Ltd. 
» Although the Peruvian production remained outside the marketing control, 
no complaint of unfriendly competition from that quarter ever appeared. Since 
the Cerro de Pasco ores were largely refined and marketed by one of the members 
of the cartel, it was unlikely that they would be a burden to the market.” 

In early 1937, when the price of copper rose to a point where some of the 
marginal producers were able to enter production, cartel members were faced 


88 TNEC, Hearings, Part 25, p. 13532. 

89 Business Week, ‘‘Copper Drafts World Code,’ April 6, 1935, p. 36; The Economist, 
August 22, 1936, p. 341; Percy E. Barbour, ‘“‘Copper Production and Consumption, a Com- 
plicated International Problem,” The Annalist, July 30, 1937, p. 172 f. 

9° The Economist, April 18, 1936, p. 125. 

* Idem. 

82 Economic Committee, League of Nations, Mimeographed Circular E, 1039, July 1, 
1938, p. 9. 

98 Minerals Yearbook, 1936, p. 129. 

%4 The Economist, June 27, 1936, p. 768. The editor attributes this lack of pressure to 
the anxiety of the Canadians not to hamper the activities of the restrictionists. 

% The minutes of this meeting are printed in the Appendix to TNEC, Hearings, Part 25, 
p. 13533. 

96 See supra, p. 12, footnote 22. 
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with increased competition from this source.*7 There were a few other small 
copper producers outside the cartel, but they were not significant outsiders. 

Serap copper has assumed an increasingly important position on the copper 
markets. The ratio of secondary to primary metal produced in the United 
States was 38.7 per cent in 1929, 52.7 per cent in 1932, 57 per cent in 1935, 39.3 
per cent in 1937 and 39.4 per cent in 1938.°* The important scrap dealers did 
not participate in the cartel. In fact, the agreement itself specifically mentioned 
that none of its regulations applied to scrap copper. This is significant in view 
of the fact that, more and more, the recovery of the secondary metal has become 
an appendage of the regular primary smelter.*® In order to secure a good price 
for copper, the demand must be sufficient to absorb the entire low-cost production 
(especially including scrap). At times the sales of scrap affected the working 
of the restriction scheme. When the foreign price of copper rose above the 
American domestic price as in September and October, 1936, scrap was shipped 
abroad. This led Kennecott and Phelps-Dodge to increase production in 
order to avoid a shortage and runaway in the United States. Scrap dealers are 
in a good position to judge industrial conditions and current needs of consumers, 
especially in regard to stocks. For that reason, when prices seem likely to 
decline, scrap shipments increase and help to send the price down. It also 
affects the price of electrolytic copper when demand is not sufficient to take 
care of both. This is particularly true in times of depression.“ In summation, 
it can be said, that, although the competition of scrap occasionally affected the 
market during this period from 1935 to 1939, the revival of consumption accom- 
panied by increased prices seemed able to absorb both scrap and primary pro- 
duction of copper. 

The participants hoped through arriving at a common agreement to avoid 
additional plant installations. Before these restrictive measures were estab- 
lished, if a major producer increased the capacity of his plant, the others felt 
obliged to do the same in order to retain their proportionate share of the market. 
There is no evidence that any rigid agreement, tacit, oral, or written was ever 
made on this question, but there was no real incentive to enlarge capacities, 


97 Percy E. Barbour, “Startling Results of 10-12 Cent Copper; Producers Opening Many 
Idle Mines,” The Annalist, August 6, 19387, p.214f. The following is a list of the marginal 
outsiders who were able to operate as a result of copper’s selling at 10¢ to 12¢: 

O’Keip Copper Company, Ltd.—old Cape Copper Co. in South Africa. 

Boliden—Sweden, 

Granby Consolidated—Canada, 

Sherritt Gordon—Canada, 

Aldermac Copper Company—Canada, 

The Arghana—Maden deposits in Turkey, 

Otavi Mining Company—South Africa, 

Moctezuma—Mexico, 

Ray and China—United States (Kennecott). 

98 TNEC, Hearings, Part 25, p. 13385. 

99 Minerals Yearbook, 1938, p. 468. 

100 Fortune, December, 1936, p. 94. 

101 Standard & Poor’s Trade and Securities, v. 2, p. M6-9. 
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when production remained below capacity.“ This does not mean that no 
plant improvements or developments in the industry took place. Even the 
hunt for new mines on their properties went on. Some new plants were com- 
pleted during this period by members of the agreement but these were more in 
the nature of rounding out the whole process of production; e.g., a new smelter 
went into operation in 1938 at the Mufulira Copper Mines which removed the 
necessity of having its ores treated at the Roan Antelope Mines. The Bor mine 
in Jugoslavia which had shipped some copper matte and blister to the United 
States for refining, opened a new electrolytic refinery to take care of its own 
mine output in 1938. It should not be overlooked that the various cartel mem- 
bers were aware of the possibility of a break-up of the cartel arrangement, and 
naturally figured that any step which would strengthen their own facilities would 
make their position more secure in a more competitive market. 


x 


Up to the time of the depression in the thirties, the policies of American copper 
producers were frequently attacked. Economic and political interests com- 
plained that under the auspices of the U.S. government, American exporters were 
charging exorbitant prices through monopolistic organizations. These charges 
were to a certain extent similar to the attacks against British and Dutch rubber 
and tin interests made by Americans. It is interesting to note that the new 
cartel set up in 1935 was never reproached in this manner although complaints 
against rubber and tin organizations persisted. 

The tendency among nations—particularly industrial countries—to become 
self-sufficient in raw materials has been apparent in the copper industry also. 
Since the First World War, the British Empire has become self-sufficient in 
respect to its copper requirements, although, because of the geographic distribu- 
tion of the empire, it is still advantageous for a few regions to import copper from 
outside. The United Kingdom itself is not a copper producing country and has 
so far not levied duties on copper. The fear of such action, however, was given 
as one of the reasons for an American participant’s limiting his exports.!% Ger- 
many, though not self-sufficient, promoted the substitution of aluminum for 
copper in the interests of defense. In addition, she developed her copper- 
smelting and -refining facilities and encouraged building up scrap copper stocks. 
Czechoslovakia made an agreement with Jugoslavia whereby it would receive 
50 per cent of its copper from Jugoslavia, probably in an attempt to become less 
dependent on German refineries. In addition, she started to produce copper 
from meager mines and as by-products of other metals. France promoted the 
purchasing of Belgian copper by granting a favorable preferential tariff (2 per 
cent as against 4 per cent general) to Belgian copper.!% 


102 Cf. TNEC, Hearings, Part 25, p. 13285. The reference containing the testimony of 
Mr. E. T. Stannard does not show what plant installations he meant. 
108 TNEC, Hearings, Part 25, p. 13237. 
104 The Mineral Industry, 1936, p. 148. 
10 W. Y. Elliott, et al., op. cit., p. 483. 
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Two of the largest exporting groups, Union Miniére de Haut Katanga in the 
Belgian Congo and the Rhodesian mines (Roan Antelope, Rhokana and 
Mufulira) are parts of a colonial system. The Belgian government which has a 
direct financial interest in Katanga, for a long time was unwilling to allow 
Katanga to join any restriction scheme because, with the spread of communism 
among the natives, it wished to keep employment as high as possible especially 
in the copper industry..% The British government was naturally interested in 
any restriction scheme which affected a colonial industry of such proportions as 
the copper mines in Rhodesia. It has previously participated in other restric- 
tion schemes such as tin, rubber, tea to protect not only the interests of the natives 
but also the financial investments of its own citizens. It took into consideration 
the fact that in addition to higher wages resulting from an increase in copper 
prices through cartelization, the greater share of the profits from price improve- 
ment and market sharing accrue to the investors in the mother country. British 
capital was invested in Spanish copper mines as well. In 1933, the Spanish 
government threatened to take over the copper mines from the British owners 
if the mines were closed.!®% In Chile, where copper exports are approximately 45 
per cent of all exports, copper has often been a political football. The Chilean 
government, during the recent cartel regime, was reported to be subsidizing the 
copper companies so that they would not reduce the number of workers even 
under restriction.!°* In 1939, when the Chilean Chamber of Deputies approved 
the tax on copper exports, Chile was accused of attacking the ‘“Good-Neighbor” 
policy.1°? In Mexico, there have been similar disputes. In 1936, labor diffi- 
culties drastically reduced production in the copper mines.“° High taxes on 
copper have aimed to drain off profits which otherwise would flow to foreign 
investors. On August 19, 1939, the Mexican government again raised the ex- 
port duty on copper. This tax coupled with the production tax levy amounted 
to some 11 per cent of the value of the copper." The Mexican socialists have 
declared, according to one author, that it is wiser to tax production than to 
expropriate the copper mines because Mexico does not control the markets.! 
It has been suggested that tendencies toward confiscation can be warded off or 
prevented entirely if foreign owners will encourage the development of managerial 
and technical skills among the domestic laborers—even encouraging stock 
ownership." 


106 TNEC, Hearings, Part 25, p. 13488. One prominent producer testified at the Hearings 
that Katanga was looked upon as primarily a colonization scheme by the Belgian govern- 
ment, p. 13211. 

107 W. Y. Elliott, et al., op. cit., p. 465. 

108 The Economist, June 18, 1938, p. 692. 

109 New York Times, March 13, 1939, p. 4, see also New York Times, May 16, 1944, p. 3. 

110 The Mineral Industry, 1936, p. 115. 

111 New York Times, August 19, 1939. 

112 John Gunther, Inside Latin America, New York, 1940, p. 90. 

3 Hal B. Lary, The United States in the World Economy, The International Trans- 
actions of the United States During the Interwar Period, United States Department of 
Commerce, Bureau of Foreign and Domestic Commerce, 1943, p. 20. 
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Labor shortages due to the copper mines’ location in areas relatively unin- 
habited at times prevented quick expansion of production according to cartel 
policy.™ 

The political outlook in the United States was often given as a reason for the 
depressed United States market. Onc reliable commentator in 1938 made the 
following remark about the relation between the cartel and the American politi- 
cal situation: “They [the International Copper Cartel] misjudged the situation 
in October when they removed all restrictions, which had to be corrected by 
restriction in November and more restriction in December. This was probably 
owing to misreading of the domestic business situation in the United States, 
and not discounting the fact that the then current upswing in business was 
purely a political maneuver and ceased immediately after election the first 
of November.” 


xI 


One of the most difficult questions posed in connection with international 
marketing control agreements is how the market would have developed in the 
absence of a particular control scheme. Superficial observers take it for granted 
that the absence of a certain marketing control would automatically result in 
a situation dominated by competitive elements. A serious investigator will 
take into account several probable alternatives, not being afraid to realize that 
the abolishment of a loose marketing control may result in the development of an 
inflexible monopolistic situation. In connection with the International Copper 
Cartel similar considerations are fruitful though difficult. The possibility that 
in the absence of the cartel’s marketing scheme, the total volume might have 
been less cannot be excluded. It is conceivable that the volume of supplies 
might have remained the same with greater price fluctuations and generally 
lower average prices. It is not likely that without the International Copper 
Cartel a permanent state of keen competition among major exporters would 
have developed. A well-informed authority, Alex Skelton, predicted in 1934 
that although negotiations were in progress, no cartel agreement would be made, 
but that producers would restrict production anyway."* 

None of the copper producers probably felt strong or adventurous enough to 
engage in a producers’ war. The Rhodesian mines, which had entailed heavy 
investments, had come into production in the thirties and could hardly have 
had sufficient reserves from profits to resort to cut-throat competition. Since 
all of the major copper cartel participants were in the same low-cost bracket, the 
hope of any one of them wresting a large share of the copper market away from 
the others must have seemed remote. It is more plausible to assume that each 
producer would have limited his production in accordance with what he surmised 
the others were doing. Producers have been known before to follow an oligopo- 
listic policy based on the expectation of the conduct of potential competitors, 


14 The Economist, Oct. 22, 1938, p. 175. 
115 The Mineral Industry, 1938, p. 124. 
116 W. Y. Elliott and others, op. cit., p. 491. 
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On the other hand, it is unlikely that adjustments in production could have been 
made so rapidly or so efficiently as was done under the cartel regime. 

It seems presumptuous to hazard a guess as to the future of competition on 
the international copper market. There is little doubt that governments as well 
as private industries will have tremendous stock piles of copper at the war’s end. 
Without public intervention the liquidation of these supplies will cause con- 
siderable confusion on the market. In addition, the battlefields of the world 
will be and are even now littered with tons of scrap copper. This scrap pile may 
serve not only as a great source of raw material but also as a substitute metal in 
competition with newly mined copper. The experience gained from the last 
postwar handling of this problem should be of inestimable aid. International 
public agencies engaged in rehabilitation will probably absorb sizable quantities. 

To what extent the capacities of copper producers and smelters have been 
enlarged during the present war isunknown. Furthermore, the strain of wartime 
production may have disrupted peacetime mining practices which were designed 
to conserve natural resources. This may have serious consequences in the next 
few years. Whether there will be an articulate private marketing control in 
copper depends not only upon the volition of the copper producers but also upon 
the international and domestic policies of governments in regard to cartels 
generally. 
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That a country so vast, so energetic, with suca meteoric rise to prominence 
and today so powerful and influential in world affairs must have made notable 
contributions and must have exercised a fundamental influence on the course of 
human events would appear to be self-evident. Nor does it seem to be necessary 
to resort to chauvinism or tub-thumping to establish that fact. It is surprising, 
however, how little really serious thought has been given to the place of the 
United States in the stream of man’s development. 

A great deal has been written about various phases of this nation’s growth by 
our own students, and a fair amount by those from other countries. For the 
most part, at least until the beginning of the present century, we have been 
regarded in much the same way as we today look on the inhabitants of Papua 
and Java,—interesting, but without much import in the things that count.! 
Even those who have taken the time to observe us have tended to emphasize 
our shortcomings; to insist upon our failure to produce those things that have 
been considered the marks oi civilization; often to place in bold relief our emphasis 
on material development, belittling it, not infrequently because of envy or con- 
cern; and to regard us as being on the perimeter of the civilized world, borrowing 
only from it and adding nothing of worth to its accumulated store of culture. 

We, on the other hand, have done little to correct this attitude. We have 
spent much of our time worshipping at the shrine of foreign learning, and have 
made a fetish of study in foreign countries. Indeed, until recently a man was 
scarcely considered a true scholar unless he had a degree from a European uni- 
versity. Even today we give more credit to foreign students and scholars than 
we do to our own, frequently on matters about which we are at least as com- 
petent to speak as they. We have spent too much of our time criticizing our 
own shortcomings instead of evaluating our achievements. We have criticized 
and excoriated the emphasis on material development without appraising, ade- 
quately at least, the importance of such development in providing, for the future, 
foundations which in many respects are becoming world-wide for the first time, 
with us as the focal point. While this has been going on under our very eyes 
we have been aping reconstruction proposals and developments in other coun- 
tries, without recognizing that the structure of the old world has broken down 
and that its peoples have been seeking help from past experience with a nostalgia 
that is almost senile. 

All of this may sound like recrimination, but our position seems to me to be 
quite understandable. We inherited our culture patterns directly from Europe. 


1See Mackinder, H. J., ““‘The Round World and the Winning of the Peace,” Foreign 
Affairs, July 19438, p. 596. 
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From the outset down to the beginning of the present century we were engaged 
in exploiting and consolidating half a continent. Our contacts with the outside 
world were more or less incidental and we regarded other countries with sus- 
picion. Our isolation, geographic and otherwise, made us literally a self-con- 
tained unit. At the beginning of the century we found ourselves full-grown and 
suddenly thrust into the stream of world events. Ill-equipped to play our role, 
and uncertain of our strength, we sought guidance wherever we could find it. 
We have groped our way very haltingly for forty years. Today, we are being 
regarded by many as the pillar of strength in a tottering world. The responsi- 
bilities of maturity have been thrust upon us. 

If our historians and scholars have failed to unearth and analyze our contri- 
butions to civilization the fault is not entirely theirs. The task of dealing with 
our own immediate problems has been greater, perhaps, than that faced by any 
other country. More important, we have scarcely passed the confluence of our 
stream of civilization with that of the rest of the world and hence the time per- 
spective for an appraisal has been lacking. The future will have to unravel the 
story. Possibly, therefore, a more appropriate title for this paper would be: 
“Economic Contributions of the United States to Civilization—Some Tentative 
Suggestions.” 

In evaluating our contributions it is necessary to remember that mere contact 
is not contribution. We make a contribution when we add to or modify the 
course of human events.2, We may appraise it by endeavoring to ascertain our 
impact on the rest of the world and the way that impact has shaped world 
developments. Or, we may examine our own growth to discover what elements 
have been our unique achievement, on the assumption that the pattern we have 
moulded will affect future world developments by example, precept, and/or 
compulsion. 


I 


Economics deals with the utilization of resources. The resources which con- 
stitute the basis of man’s economic life are labor, the gifts of nature, and accumu- 
lated wealth. The dominant characteristic of the last two hundred years of 
western civilization has been the amazing expansion of man’s capacity to produce 
and the consequent growth of population enjoying a standard of living heretofore 
unknown. The basis of this great change, which we call industrialization, has 
been the application of the physical sciences to the production of economic goods. 
In this application the natural and social sciences have combined their efforts. 
The natural sciences have supplied what may be called the technical foundations. 
The innumerable inventions of all kinds that have poured out at such staggering 


2 That is, the civilization of a people makes no contribution to the stream of world civili- 
zation, unless directly or indirectly the former becomes incorporated in the latter. Thus, 
for example, the Incas apparently developed a remarkable culture, yet it can scarcely be 
said to have contributed to world civilization, since it seems to have disappeared without 
even having influenced developments which have carried on to the present. So far as we 
know the civilization of today is no different from what it would have been had there been 
no Incas. 
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rate and overwhelmed us by their impact are the result of efforts of physical 
scientists and engineers in their various capacities. But the physical scientist is 
right when he insists that he is not responsible for the use to which his discoveries 
are put. He is also right when he contends that science and engineering impose 
no limitations on the quantity of things man can produce. He is right because 
physical science and engineering have nothing to say about these problems and 
they can have nothing to say because their techniques are incompetent to deal 
with them. 

It is the task of the social sciences to grapple with these issues. They must 
supply the direction and implementation. Man, in his social capacity, must 
decide upon the uses to which technical developments are to be put. Toa 
marked degree production is limited not by technical conditions, but by social 
ones. On the economic side this means that, at any given time, resources are 
limited and therefore must be used to satisfy those wants that are deemed most 
pressing under the circumstances. 

Hence, in seeking to discover the economic contributions which this country 
has made, we cannot point to the reaper, the incandescent light, the telephone, 
air-conditioning, improvements in structural steel, the radio, motion pictures, 
and so forth. We must look, rather, to the methods by which these things have 
been made available, to the discovery of wants, the stimulation of wants, the 
organization of production that has made the goods accessible, the distribution 
of wealth that has made mass purchasing-power possible, and public policy that 
has encouraged the direction of activity to the satisfaction of economic wants.* 


It 


From the standpoint of the economic contributions which America has made 
to civilization its economic history may be divided conveniently into four periods # 

The first period extends from the beginning of national existence to 1870. 
During this first phase of its history as an independent nation the United States 
was engaged in establishing its national existence. It succeeded so well in this 
task that it emerged as one of the most powerful countries in the world at the 
end of the period. On the economic side, the patterns and foundations of future 
growth had been established. The country had been explored and the frame- 
work of the future transportation structure erected. The geographic and indus- 
trial pattern of our industries was built; the national banking system was set up; 
our factory system had developed to a point which compared favorably with most 
countries of Europe; the corporation as the new vehicle of business organization 
had demonstrated its primacy; and the population increase was the most phe- 


8 The contributions which this country has made in the scientific study of economics are 
not discussed in this presentation. 

4 It is recognized that these periods are more or less arbitrary and that other dates could 
have been used. The division was made so as to include common characteristics, in terms 
of contributions, and to set the boundaries of the different phases of our development as 
they affected our relations with the rest of the world. 
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nomenal ever known.’ In addition, our trade and merchant marine reached to 
the seven seas and were thoroughly in contact with the Orient. In short, the 
foundations of modern America had been completely laid.6 Despite all this, our 
contributions to the rest of the world and our influence on it were negligible. 

The second period from 1870 to 1900 is characterized by the filling out and 
flowering of the processes started in the previous one.? The industrial expan- 
sion, population growth and immigration which took place during these years 
are unparalleled in the history of any country. This was the true era of big 
business, with all its import, and the United States set the pace for the world. 
True, we had tremendous resources and vast territories, but we gave the first 
real demonstration of the way to utilize them on a gigantic scale. Mass pro- 
duction, standardized processes, low cost goods, scientific management, high 
standards of living and freedom of opportunity made this country the focus of 
waves of immigrants seeking a new life. Giant business enterprises, modernized 
and aggressive marketing methods, all heralded a new age in the economic 
outlook and possibilities of man. ‘Today, these achievements have become the 
watchword of the world. 

This phenomenal material growth and change severely challenged existing 
controls. The accepted principles of laissez-faire proved inadequate, abuses 
abounded and new problems of control emerged, concerning which, heretofore, 
there had been almost total unawareness. Consequently, a widespread move- 
ment for more adequate and up-to-date regulation arose throughout the country. 
Both Federa! and state legislatures adopted many of the procedures which are 
now the cornerstones of public policy. 

This period, like the first, was characterized by our attention to internal prob- 
lems and by a lack of really significant direct contributions to the rest of the 
world. There were two marked differences, however. In the first place, the 
example of economic achievement and the methods we employed attracted the 
attention of other countries and drove them rapidly into an imitation that led 
to the fear of ‘‘Americanization of the World.’’® Secondly, direct penetration of 
many foreign domains by our industries® and finance’ on a large scale at the 
close of the century, heralded the full-fledged entry of America into the arena 
of world affairs, economically equipped to play a dominant part in problems that 
were primarily economic. 

The third period, from 1900 to 1917, from the point of view of this presentation 


5See Wright, C., Economic History of the United States. New York: McGraw-Hill, 
1941, ch. XXVI, pp. 497-504. 

6 See McGrane, R. C., The Economic Development of the American Nation. New York: 
Ginn and Co., 1942, ch. 15. 

7 See Wright, C., op. cit., ch. XX VII and XLVI. 

8 See Heindel, R. H., The American Impact on Great Britain, 1898-1914. Philadelphia: 
Univ. of Penn. Press, 1940, ch. VII. 

®See Southard, F. A., American Industry in Europe. New York: Houghton Mifflin, 
1931. 

10 See Phelps, C. W., The Foreign Expansion of American Banks. New York: Ronald 
Press, 1927, 
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is one of transition. In technology and business methods we expanded the 
foundations already established, even while the bases of the new industrial 
revolution were emerging. In the relationship of government to industry we 
were clearly moving to new ground. Reliance upon the natural laws of laissez- 
faire was abandoned and in its place we were striving to substitute constructive 
social control. The regulation of railroads and public utilities blossomed to full 
stature, based on the theory of non-political private management supervised by 
specialized public agencies. Anti-trust legislation was vigorously applied to 
eliminate socially undesirable monopolies. In 1914 the Wilsonian policy of 
private enterprise operating within the limits of legislation, administered by 
expert bodies set up to achieve socially desirable ends, was undertaken. The 
establishment of the Federal Reserve System was a similar attempt to reconcile 
private and public interests. 

On the international scene, the migration of American industry to foreign 
countries, especially as branch enterprises, and the export of capital, laid the 
foundations for the inevitable change from a debtor to a creditor nation. The 
outbreak of World War I in 1914 completed this transition with unfortunate 
haste and at the same time contributed to an enormous expansion in production 
which made us the supply center of the countries we were soon to join in active 
combat. 

The fourth period, from 1917 to the present time, is marked by confusion, 
contrast, uncertainty, and phenomenal change. Our entry into World War I 
with our great economic power and our armed might was a decisive factor in the 
outcome of that conflict. We emerged as the greatest exporter and at the same 
time the principal creditor nation of the world—clearly its economic center. 
Inexperience, inability to grasp the nature of the position into which we were 
so unceremoniously shoved, together with a desire to retain all the advantages 
we had gained, prevented us from playing the decisive, directive role that could 
have changed profoundly the course of future events. Instead, we embarked on 
a policy of economic nationalism, which became more accentuated as external 
and internal pressures became more acute until we had retreated once more to 
extreme isolationism. From this untenable position we were suddenly catapulted 
into the role of the principal actor on the center of the world stage by the new 
world conflict. 

The end of World War I found us with the greatest peace time productive 
capacity any people had known. Our techniques were the most modern in the 
world and considerably in advance of any other country. Moreover, we were 
deluged with a veritable cloudburst of new industries and technologies,—petro- 
leum, automotive transport, radio, electricity, airplanes, motion pictures, as well 
as a revolution in metallurgy and chemistry." Our slogan became “The econ- 
omy of abundance.” Our policies became those of the ‘New Order.” We 


11 Of course, all of these industries were in a developmental stage before the outbreak 
of the World War and some of them had attained considerable importance. Their real 
impact and significance did not come until after the war and as a result of the tremendous 
stimulus given by the war to technology. 
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discarded precept and refused to return to the line of development that offered 
so much promise when the first war broke. The complete disillusionment and 
instability of the thirties resulted in tremendous efforts at reconstruction and 
reform that drove us rapidly in the direction of a managed economy. We were 
in danger of sacrificing freedom and initiative in an endeavor to obtain stability 
and security. There were clear-cut signs towards the end of the decade that 
we were beginning to resolve the difficulties by a return to our traditional course 
of development.” The outbreak of war has ended this, for the time being at 
least, and we are now in a full-fledged war, and world, economy. What the 
effects will be on the economic institutions of the United States only the future 
can unfold. 


Ii 


The real impact of American economic life on other countries began at the 
turn of the present century. It has taken a number of different forms, all of 
them growing out of the economic maturing of this country. The expansion of 
industry looking for new markets, the accumulation of capital seeking more 
profitable outlets, more efficient methods of production that challenged industry 
in other countries, a growing national consciousness demanding security and a 
“place in the sun,” and new techniques, especially in transportation and com- 
munication, have all served to establish the economic primacy of the United 
States. 

Perhaps the most distinctive feature of foreign penetration by American indus- 
try has been the establishment of branches or subsidiaries in those lines of 
production in which Americans excel." Our marketing methods with emphasis 
on salesmanship and advertising encourages direct contact, display of merchan- 
dise, and first-hand knowledge of the consumer. The advantage of directly 
owned enterprises for this purpose is obvious. This new export technique was 
well under way at the beginning of the century but it was intensified after 
World War I by increasing difficulties imposed by tariff barriers. The greatest 
single instance of this development is in Canada where branch plants of Ameri- 
can industry and American methods of merchandising dominate.“ In Europe 
one finds the Standard Oil, General Motors, Texaco, Ford Motors, Chrysler, 
General Electric, Western Electric, Singer Sewing Machine, National Cash 
Register, and so forth. In department stores the prominent one is Woolworth’s, 
with excellent facilities in many large cities of England and the continent. 
Where difficulty has been encountered in establishing branches the device of 
purchasing a controlling interest in domestic corporations has been resorted to. 
These companies are then promptly ‘‘Americanized.” 


12 Cf. Final Report and Recommendations of the Temporary National Economic Committee, 
77 Congress, first session, Senate Doc. no. 35. The more vigorous prosecution of the anti- 
trust laws by Mr. Thurman Arnold pointed in the same direction. 

18 See Southard, F. A., op. cit.; also Heindel, R. H., op. cit., chs. 7, 8, and 9. 

14 See Marshall, Southard, Taylor, Canadian-American Industry. New Haven: Yale 
University Press, 1936. 
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The greatest influence of this penetration has been in the field of mass pro- 
duction. America has made the world mass-production-conscious both by 
example and by competition. To survive, domestic producers have been forced 
to adopt American production methods and to supply the more appealing types 
of goods which we have popularized. Before World War I foreign enterprise 
viewed our achievements with envy, fear and suspicion. Although foreign 
countries endeavored to stem the tide, they were reluctant to imitate. After 
the war, the wholesale rationalization movement which swept Europe was 
basically an Americanization of European methods of production. 

The expansion of Western Europe which began in the sixteenth century was 
primarily of a territorial nature characterized by the growth of overseas colonial 
empires. By the latter part of the nineteenth century the spirit of this imperial- 
ism had changed somewhat to emphasis on economics rather than politics, by a 
struggle for markets, raw materials, and investment opportunities.“ Down to 
this time the United States had been occupied with rounding out its continental 
position. The need, however, for markets, raw materials, and new investment 
outlets forced us into active participation in world trade. Our general attitude 
has been to frown upon European methods of colonial expansion. However, we 
did participate somewhat mildly in that movement in acquiring Hawaii, in the 
War with Spain and in some Caribbean adventures. This approach did not fit well 
into our national psychology and traditional position, and we practically aban- 
doned it for the more modern one of “dollar diplomacy,” at which we proved to 
be adept. As a consequence, our capital penetration of industrially backward 
countries, especially in Central and South America, has given us a dominant 
role in the economic development of those regions."* We have literally achieved 
an economic hegemony of the Americas. This method of penetration has been 
possible without serious impairment of political self-government. We were 
able, for example, to agree to give the Philippine Islands their independence 
in 1946. 

As long as one has to grant the pre-eminent position of a few world powers, 
economic imperialism has the distinct advantage of making political self-deter- 
mination possible.” It is the irony of fate, however, that the United States, 
which has so consistently championed self-determination, is being forced to 
acquire strategic positions overseas in order to secure the world-order she sup- 
ports. In spite of our present professions to the contrary, it appears that we 
shall have to acquire overseas possessions if a reasonably permanent peace is to 
be secured. Our resolution of the dilemma which this presents will be of primary 
significance in future world developments. The key to success or failure will 
turn largely on our economic foreign policy and the acceptance of our obligations 
as a world power. 


15 See McGrane, R. C., op. cit., ch. 26. 

16 See Buell, R. L., International Relations, New York: Henry Holt and Co., 1929, ch. 
XVIII. 

17 See Moon, P. T., Imperialism and World Politics, New York: The Macmillan Co., 
1928, ch. XVI, p. 415. 
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The entry of America on the world stage and the penetration of foreign lands 
by American capital and industry at the close of the last century served in many 
respects to intensify growing economic nationalism. Other countries sought 
means of protection in tariffs, cartels, and combinations. The possibility of 
peaceful solution of the problem presented was eliminated by the outbreak of 
war in 1914. By the end of the conflict we had become the dominant economic 
power in every sense of the word. We were faced with the challenge of leading 
the way to a new economic structure. Unfortunately, we were unable to meet 
the challenge. 

The tremendous expansion, during the last war, of American productive 
capacity for overseas trade left us with facilities that could not be utilized 
except in export channels. Moreover, we had taken over much of the commerce 
relinquished by other countries during the conflict. At the same time we had 
passed to the position of a creditor nation with enormous debts owed to us. 
Finally, under the impetus of war we made technological strides that far out- 
distanced the rest of the world and made us a more dangerous competitor than 
ever. Our standard of material welfare was the highest any country had ever 
achieved. 

That fundamental adjustments were in order is quite obvious. A return to 
peace and stability demanded many concessions and a reorientation of domestic 
and foreign policy. The very position of the United States placed the burden 
of economic leadership on us and necessitated more concessions by us than any 
one else. That we failed to play our part is comprehensible, but none the less 
tragic. Perhaps, we could not have stemmed the course of events, but at any 
rate, as the only nation that had a real opportunity to exercise constructive 
leadership, we failed. 

The set of circumstances which engulfed us quite possibly made failure inevi- 
table, for we not only faced world rehabilitation under conditions which seemed 
rather remote, but we were also in the throes of a second industrial revolution. 
Even had industrial techniques been relatively free from change, the renewal of 
vigorous foreign competition in our domestic markets and abroad would have 
subjected us to very severe strains. Moreover, the success of wartime measures 
of organization and production resulted in a perpetuation of the bases of the 
war economy in the years following the peace. On top of all this came the surge 
of technological changes which established our world leadership in the industries 
that were to become the focus of attention—automobiles, electrical equipment, 
electric power, petroleum, air transport, and communications. The economic 
problems presented by these changes together with the difficulties of reconstruc- 
tion led to a resurgence of economic nationalism throughout the world. Our 
policies of high tariffs, insistence on payment of war debts, easy money and 
vigorous competition in foreign markets served only to accentuate the process. 
The inevitable breakdown which came in 1929 drove us still further in the direc- 
tion of solving domestic issues first. Whatever chance of success the London 


18 See Condliffe, J. B., The Reconstruction of World Trade. New York: W. W. Norton 
and Co., 1940, ch. V, p. 182. See also Southard, F. A., op. cit., and Heindel, R. H., op. cit. 
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Economic Conference of 1933 might have had was removed by our insistence 
that nothing could be arranged that clashed with the internal policies espoused 
by the “New Deal”. Apart from some comparatively minor gains under the 
reciprocal trade agreements, our contribution to world economic policy was nega- 
tive until the passage of the Lend-Lease Bill. This legislation and our entry into 
the present war as a belligerent have once more cast us in the role of leader. 
For the second time in twenty-five years we have been given the task of supply- 
ing guidance to a prostrate world. 


Iv 


The achieving of democratic processes and the maintenance of democratic 
institutions depends upon the resolution of the conflicts arising from the cen- 
tripetal forces of freedom and the centrifugal forces of directional power. In 
the Middle Ages religion was the focal point of the conflict. After the Reforma- 
tion, the questions of political freedom and of the disposition of political author- 
ity, occupied the center of the stage. In the modern world the control and 
direction of economic activity has become the vital issue. The preservation and 
furtherance of freedom today rests on our ability to resolve our difficulties 
without resort to centralized authority over economic life.” If we fail in that 
quest, a new and bitter struggle for liberty is in prospect. 

The economic heritage which our past has bequeathed to us and to the world 
consists of: (1) our material welfare; (2) our economic institutions. 

The standard of material welfare of the United States is so phenomenal that 
it is almost trite to draw attention to it. Nevertheless, in emphasizing our short- 
comings and criticizing our accomplishments we too frequently overlook the fact 
that we have the highest standard of living of any country in the world; the 
greatest national wealth; the most equitable distribution of wealth (75 per cent 
of it going to the product of labor); the greatest amount of leisure time, per week 
and per lifetime; and life expectancy which ranks near the top. All of this has 
been accomplished in the face of an increase of population from 4 millions in 
1790 to 132 millions in 1940, a dilution of the population by under-privileged 
immigrants seeking a new life, and a large negro population that has scarcely 
found its niche since being freed from slavery. The increase in‘ life expectancy 
from 40 years in 1860 to 45 in 1900 and to well over 60 in 1940 is almost in- 
credible." Sir Robert Giffen, in 1904, made a statement which is even more 
applicable today: 


There has been no such increase of population anywhere on a similar scale and above 
all no such increase of a highly civilized and richly fed population. The increase is not 
only unprecedented in numbers, but it is an increase of the most expensively living popu- 
lation that has ever been in the world.” 





19 See Pegrum, D. F., ‘“‘Current Economic Trends,”? Bankers Magazine, New York, Sept. 
1938, pp. 217-222. 

20 See Pegrum, D. F., ‘Economic Planning in a Democratic Society,” Journal of Land 
and Public Utility Economics, Vol. XIX, no. 1, Feb. 1943, pp. 18-27. 

21 Wright, C. A., op. cit. ch. XXIX and XLV. 


22 Giffen, Robert, Economic Inquiries and Studies. London, 1904, II, p. 22. 
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Whatever the ultimate results of these achievements may be, one thing seems 
clear: the material welfare we have attained stands as a gual for the rest of the 
world and an accomplishment which we shall relinquish only at the peril of losing 
everything else. All reconstruction proposals must offer promise of maintaining 
our standard of living and broadening its base, if they are to be worthy of 
consideration. 

Democracy implies government by the will of the governed. It is pervaded 
by the spirit of individualism, by the idea of individual rights and responsibilities. 
The focus of attention is the individual. 

The concepts which underlie our political life also form the foundation of our 
economic system. This is necessarily so because there can be no political free- 
dom without economic freedom. Our system is based on the legal premise that 
a man may do anything not specifically prohibited by law. The name we apply 
to the economic side of our structure is capitalism. This is a method of direction 
and control of economic activity that relies primarily on private property, con- 
tract and competition. 

At the very beginning of our national life we accepted the philosophy of 
laissez-faire. The ideal was that of a government limited to the protection of 
property and the enforcement of contracts, beyond which the interests of all 
concerned were thought to be taken care of by natural law and the harmony of 
interests.“ This philosophy had great advantages in our formative stage be- 
cause of the frontier developments and because it was never carried to its logical 
conclusions. Its inadequacy for the totally different conditions which rapidly 
assumed prominence after the Civil War soon became apparent. We began to 
substitute social action for natural laws, at the same time endeavoring to main- 
tain the freedom which laissez-faire championed. In this new atmosphere we 
adopted that American invention, the regulatory commission, applying it first 
to railroads, and that other American innovation, the anti-trust laws, which were 
designed to eliminate monopoly. 

The first part of the present century found us expanding these arrangements 
with the idea of governmental agencies established not merely to prevent socially 
undesirable activity from taking place, but also to co-ordinate and guide business 
in accordance with public desires. Maturation under peaceful conditions was 
prevented by war in 1914. 

In the ensuing years our institutional structure has been buffeted about by 
war, reconstruction, depression, and now another war. In many respects the 
agencies we established have grown in strength and in stature. In others they 
have suffered severe damage. We have deprived them of many of their func- 
tions by new and untried experiments. Quite a few of the latter will undoubt- 
edly stay, but they must be moulded into our basic structure. The roots of our 
future strength lie in the accomplishments of the past, and if we do not take up, 
when this war is over, the pattern which we were weaving when the last war 
began, we shall face the dangerous and uncertain task of building a new order 


%3 See Clark, J. M., ‘Government Control of Industry,” ch. 7, p. 249, in A New Economic 
Order, ed. by Kirby Page. New York: Harcourt Brace and Co., 1930. 
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without experience at home or abroad. The history of civilization offers small 
comfort for such a venture. 

Only brief mention can be made of the relation of our economic life to educa- 
tion and culture. Probably no country has ever been so harshly criticized, or 
has castigated itself so severely for its emphasis on material welfare. We are 
constantly reminded that our contributions to the world’s literature, art, music, 
and so forth are far short of what should be expected. Yet, we continuously 
forget that we are only now entering upon adulthood. Even at that, we have 
established an educational system that surpasses that of any other country. 
Not only in mass education but in pedagogical procedures we have become the 
pattern for the world. Some of our universities stand in the front rank, and 
today it is primarily to American universities that students come for advanced 
work even though much of it has severe shortcomings. As John Dewey says: 


Let the worst possible be said about the quality of the education received, and it re- 
mains true that we are in the presence of one of the most remarkable social phenomena of 
history. It is impossible to gauge the release of potentialities contained in this change; 
it is incredible that it should not eventuate in the future in a corresponding intellectual 
harvest.?5 


Much the same remarks apply to other aspects of our culture. The glory of 
ancient Greece, the brilliance of Renaissance Italy, the gallantry of Elizabethan 
England, and the glamor of pre-Napoleonic Vienna are enhanced by the ob- 
scurity of the underpinnings. We today would not tolerate the drab life of the 
masses which formed the foundations of such flowering. We no longer think 
that high cultural achievements are attainments restricted to one class. 

The accomplishment of raising the masses to their present status is worthy of 
the highest congratulation. Each age has its characteristic contribution and the 
modern one is economic. Is the beauty of a mediaeval cathedral more to be 
admired than the raising of the economic well-being of the masses? Are man’s 
achievements in economic well-being of less significance than the fine monu- 
ments of the past? Until it is proven that we cannot have both it would be wise 
not to try to make the choice. 

The real test of the contributions of the United States to the economic aspects 
of civilization lies in the future. Economically we have emerged as the foremost 
nation in the history of the world. We are in the vanguard of the new industrial 
revolution; we have opened up a vista of mass economic well-being heretofore 
unknown to man; we have shown how such accomplishments are possible in a 
democratic society. We have demonstrated the type of institutional arrange- 
ments necessary to maintain our economic achievements and the benefits 4o be 


24 See the critical evaluation of American Civilization by Nef, J. U., The United States 
and Civilization. Chicago: University of Chicago Press, 1942. 

25 See Dewey, John, ‘‘A Critique of American Civilization,’’ ch. 12, p. 269, of Recent 
Gains in American Civilization, ed. by Kirby Page. 

26 Contrast Nef, J. U., op. cit., whose critical remarks seem to be based on a nostalgia 
that overlooks the shortcomings of the past. 
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obtained therefrom, in a free country. In short, we have shown the path to be 
followed if the free society of western civilization is to survive. 

Unfortunately, the clearly emerging pattern was suddenly distorted, and tem- 
porarily suppressed by the outbreak of the World War in 1914. Subsequent 
events served to drive us in the direction of extreme nationalism with all of its 
implications of control. The yearning for security, quite natural in a world so 
beset with vicissitudes, has brought with it measures which threaten the elimi- 
nation of freedom unless the conflict between the two, more apparent than real, 
is composed. In addition, the depression of the thirties, incorrectly attributed 
to the failure of capitalism,?’ led to a series of measures which were designed to 
curb free enterprise and which threatened to undermine or destroy the founda- 
tions we had constructed. There were definite signs by 1938 that we were 
abandoning this trend in favor of a return to developments which were under 
way when World War I began. This readjustment and return to the earlier 
patterns of adaptation were abruptly halted by the outbreak of World War II. 
In this struggle we have swung over more completely than ever to a full-fledged 
war economy, which, in the directing of economic life, is very strongly tinged 
with totalitarianism. At least, it is definitely a planned or managed economy. 

The economic contributions of the United States to civilization are in their 
infancy. A successful outcome of the military phase of the present conflict will 
present us with the opportunity of maturing the infant into a lusty adult. If 
we succeed, a great contribution to democracy and the greatest contribution to 
the economic aspects of modern civilization will be the result. If we fail, West- 
ern civilization will suffer a fatal blow and democracy will return to the globe, 
at best only after a long hibernation. Whether our achievements are to be 
merely a meteoric flash, or a major factor in the development of the world, 
depends upon the people now living in the United States. 


27 The impact of World War I, the new industrial revolution and the intensification of 
economic nationalism made profound economic readjustments inevitable and no economic 
structure could have absorbed the shock without registering the effects. What is more, 
none did! The fact that the blow was felt with such force in the United States was not 
evidence of the extreme vulnerability of our position. Many of the other countries had 
suffered practically continuous depression since 1918, so severe indeed, that orderly political 
processes had disappeared. Not only was this not the case in the United States, but we 
were still able to maintain our relative position in regard to standards of living in 
the thirties. Furthermore, economic institutions can scarcely be blamed for their failure 
to sustain political policies that are in direct contravention to a healthy economic life. 
Until we recognize that economic life may be severely disrupted by political forces beyond 
its control, we cannot avoid periodic disruptions. See MacGregor, D. H., Enterprise, 
Purpose and Profit. Oxford: The Clarendon Press, 1934. 




















CHANGING PATTERNS OF EMPLOYMENT IN FIVE 
SOUTHEASTERN STATES, 1930-1940 


JOSEPH B. GITTLER AND ROSCOE R. GIFFIN 
Drake University 


Statistics portraying the industrial distribution of the population in 1940 have 
become available in recent months. The 1940 census provides a breakdown of 
employed workers by community class (rural farm, rural non-farm, urban), race, 
and major industry groups. To compare the pattern of employment from 1930 
to 1940, Table I has been prepared to depict the changes in the extent of employ- 
ment in selected industry groups by color and by community class in five south- 
eastern states. 

The 1930 census used a definition of ‘gainful workers” which was more inclu- 
sive than that of “employed workers” as of 1940. ‘“Gainful workers” included 
persons reported as having a gainful occupation in which they earned money or 
a money equivalent, or in which they assisted in the production of marketable 
goods, regardless of whether they were working or seeking work at the time of 
the census. ‘ 

In general, the 1930 count of gainful workers included: (1) those at work; 
(2) those temporarily unemployed at the time of the census, without regard to 
the cause or length of time involved; (3) those employed only in seasonal work, 
some retired persons, some inmates of institutions, recently incapacitated, and a 
group not employed nor seeking work.! 

The 1940 Census restricted the interpretation of ‘employed workers” to those 
who were actually at work or who had a job, from which they were temporarily 
absent because of vacation, illness, industrial dispute, bad weather, or lay-off 
not exceeding four weeks with definite instructions to return to work on a 
specific date.” 

An approximate solution to these elements of noncomparability is possible, due 
to the fact that the enumerators of the 15th Census were instructed to ask each 
person reporting a gainful occupation whether or not he was at work on the 
preceding day. If not, the enumerator was to obtain further information and 
to make entries on a separate unemployment schedule. These schedules are the 
basis of the 1930 Census of Unemployment.’ The resulting data were classified 
into seven groups. The first two—A and B—comprise the bulk of those gainful 
workers not on the job during the week preceding the census but both able to 
work and wanting to work. Strictly speaking, most of these persons were un- 
employed, as the term is commonly used. The remaining classes, C through G, 
include those persons either unable to work or voluntarily idle. Such persons 


1 Bureau of the Census, Population, 1940, Vol. III, ‘‘The Labor Force,’? Part I, pp. 5-6. 
2 Ibid. 

3 15th Census of the United States, 1930, Unemployment, Vol. I, p. 5. 
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TABLE I—Concluded 
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* A—Alabama, G—Georgia, N.C.—North Carolina, T.—Tennessee, V.—Virginia. 
Source: Bureau of the Census Population, 1930; Ibid; 1940: Ibid, Unemployment, 1930, 
Vol. II. 


were not actually unemployed, but, with the exception of two groups, D and G, 
they were simply not in the labor force. 

With these data available, it was possible to bring the 1930 and 1940 figures 
to a more accurate basis of comparison. This was done by subtracting from the 
1930 gainful workers, the unemployment classes A and B; viz., persons out of a 
job, able to work, and looking for a job (A); persons having jobs but on a lay-off 
without pay, excluding those sick or voluntarily idle (B).‘ 

In order to simplify the analysis, the industry groupings of the 1940 Census 
were reorganized somewhat so as to reduce the number of groups to ten, as shown 
in Tables I and II. In order to adjust the 1930 data to this set of groupings, it 
was necessary to transfer several subdivisions from one category to another.®: ® 


4 Ibid, p. 6. 

5 These transferals were as follows: (a) ‘‘Construction’’ was transferred out of ‘“‘manu- 
facturing’’ into a separate category of its own. (b) ‘Auto repair shops’”’ was shifted from 
“manufacturing”? to “business and repair service,’’ and included under the heading of 
“all others.”” (c) Garages, greasing stations, and auto laundries were reclassified as part 
of ‘‘wholesale and retail trade’ in place of being left in ‘‘transportation, communication, 
and public utilities’ as of 1930. There may be a slight error at this point, since the 1940 
classification does not include a heading ‘‘grease stations and laundries.”? (d) ‘‘Banking,” 
‘<nsurance,’’ and “real estate’’ were transferred from ‘‘trade’’ to “‘all others.”” (e) ‘“‘Recre- 
ation and amusement’’ were separated from “professional,” as of 1930, and grouped under 
“all others.” 

6 ‘‘Al] others” includes: (1) finance, insurance, real estate; (2) business and repair serv- 
ice; (3) amusement and recreation; (4) industry not reported. 
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TABLE II—Concluded 
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* A—Alabama, G—Georgia, N.C.—North Carolina, T.—Tennessee, V.—Virginia. 
Source: Bureau of the Census Population, 1930; Ibid; 1940: Ibid, Unemployment, 1930, 
Vol. II. 


I 


The statistical evidence on which the verbal description of the changing pat- 
terns of employment is based, is presented in Tables I and II. The first table 
presents the data in the form of employment rates per 1000 persons of employable 
age.’ The data are presented in this particular tabular manner in an effort to 
facilitate the comparison of the five states within each industry grouping. The 
material in this table serves as the basis of Table II, which is designed to aid the 
analysis of the relative changes, 1930 to 1940, of the employment rates. Each 
figure of Table II represents the per cent of change from 1930. By separating 
the increases from the decreases, it is possible to perceive readily the patterns of 
change within any one caption class.* Since the two tables are so closely related, 
they will be discussed together. 

An important change is to be noted in the data dealing with the all industry 
totals of each caption class. With the exception of Virginia and North Carolina, 
the employment rates for the state totals declined, with a maximum of nine per 
cent in Alabama. North Carolina registered no change, while Virginia increased 
from 451.1 to 474.7—a percentage increase of 5.0 between the two Census dates. 
Because of the understatement of the 1930 rates, declines are actually too low 
and increases too large. If the proper adjustment were possible, North Carolina 
would undoubtedly show a decline. 

7 The term “employable age’’ is used because of the difference in the minimum age levels 
for the 1930 and 1940 Census. See discussion in appendix. 

8 The method of computation is as follows: Express the employment rate for 1940 as a 
per cent of the 1930 rate. If the per cent is less than 100, subtract the value from 100 and 
enter in the proper row, and caption under the minus sub-caption. If the per cent is more 


than 100, subtract 100 from the figure and enter in the proper row, and caption under the 
plus sub-caption. 
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An interesting commentary on the distribution of the burden of labor in these 
states arises from the comparison of the employment rates of whites and negroes. 
The rates for negroes are considerably greater than those for whites, and in only 
one case does the rate for negroes fall below 500 per 1000, and in that case it is 
only by a fractional amount. In no case is the employment rate for whites as 
high as 500. 

Continuing the description of the changes in totals, it is important to note 
that with one exception—North Carolina—the urban areas have all decreased, 
varying from a minimum of 2.0 to a maximum of 10.4 per cent. Urban rates, 
as a whole, are the highest for any of the community classifications, reflecting the 
greater opportunities for remunerative work.® 

Again with the exception of North Carolina, the employment rates for the 
rural nonfarm areas have declined, with a maximum of 15 per cent in Alabama 
and a minimum of 0.2 per cent for Virginia. However, the increase in the case 
of North Carolina can hardly be considered significant since it is less than one 
per cent. Of the three community classifications, the rural nonfarm has the 
lowest levels of employment rates, probably reflecting the actual lack of job 
opportunities, either of the money-remunerative type of the urban areas, or the 
unpaid work of farm families. 

Virginia is the only state in the rural farm category which increased, although 
it is by the relatively small change of 3.4 per cent. Declines varied from the, 
perhaps nonsignificant, change of 0.4 per cent in North Carolina to the rather 
important decrease of 11.3 per cent in Alabama. 

The movement of negroes out of the southland” is undoubtedly reflected in 
the fact that in every state the employment rates for this group declined. The 
maximum was 13.6 per cent change in Alabama, and a minimum of 4.4 per cent 
in Virginia. Three of the states registered a decrease in the white grouping, 
but the maximum was 5.6 per cent for Alabama, with a minimum of almost no 
change in Georgia. The increase in the rate for the state of Virginia as a whole 
is further reflected in the increase of white employment from 435.7 to 467.0, a 
percentage change of 3.5 per cent. 

The general pattern which the state totals portray is one of decreases in rates 
of employment, 1930 to 1940. Virginia is probably the only state in which the 
rates have actually increased. Alabama leads consistently in the declines. 


II 


Viewing now only the changes in distribution of the employed population by 
industries within the states, it is quickly evident that agriculture, forestry and 
tishing are the most important single industry groups in these states. With one 


® This, of course, is not to be interpreted as meaning that there are more job opportunities 
in urban areas. It simply means that there are more jobs involving monetary reward than 
in the rural areas, where much work goes on that never enters into the market place. 

10 Warren S. Thompson, Population Problems, (New York: McGraw-Hill Book Co., 
1942), p. 132; Frank A. Ross and L. V. Kennedy, A Bibliography of Negro Migration, (Colum- 
bia University Press, 1934). 
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exception, the rates for this type of employment are higher than any other 
industry group. The exception is in North Carolina under manufacturing, which 
in 1940 was 130.6 per 1000 and thus exceeded the agricultural rate for Virginia 
in 1940 of 116.8. 

Next to agriculture, manufacturing is the leading type of employment, followed 
in order by trade, personal service, professional, utilities, construction, govern- 
ment, and mining.” 

In terms of the per cent change and the direction of change, a definite pattern 
is apparent. Agriculture and the utilities show the most pronounced and con- 
sistent declines by states. The per cent change for these two groups is quite 
similar. Industries on the increase are construction, trade, manufacturing, pro- 
fessional, and government. The largest relative change is in government where 
employment rates doubled in several cases. As a whole, manufacturing shows 
the smallest increase. Since the change is measured relatively, those industry 
groups with the lowest employment rates tend to show the highest percentages 
of change. The pattern of change is mixed for mining and personal service. In 
the former, two states show increases and three decreases; personal service in- 
creased in three states and decreased in two. The changes here are probably 
dependent more upon the developments within the separate states than upon 
tendencies within the industries which cut across state lines. 

The patterns of change within the urban classification by industry groups and 
by states are not as clear and distinct as the employment picture for the states 
considered as a whole. As is to be expected, the industries of a dominantly 
urban character have the highest employment rates. To illustrate, manufac- 
turing accounts for approximately a fourth of the total employment of urban 
areas. Trade and personal service rank next in importance, followed by trans- 
portation, communication and public utilities, professional, construction, and 
government. 

Agriculture is the only industry group within the urban classification in which 
all the states declined, and in this case the decreases are considerably higher than 
for the state totals, ranging from a minimum of 24.7 per cent in North Carolina 
to a maximum of 52.5 per cent in Alabama. In six other industry groups all the 
states but one declined. The industries are mining, construction, manufac- 
turing, the utilities, personal service. It is important to note, as a problem for 
explanation, that in five of these six instances, the state of increasing rates of 
employment was North Carolina. 

The industry groups registering increases in rates were the trades, professions, 
and government. Of these three groups, the increases in the field of government 
were the largest, although the employment rates in this area are the smallest in 
absolute terms. 

As a generalization, the industries which create form and place utilities 
dropped; whereas those which add time and possession utility and which are the 
suppliers of service, increased. 


11 There are obvious over-lappings so that these classes, when ranked, are not quite 
mutually exclusive. In general, however, the ranking holds true. 
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Ir 


The employment pattern of the rural nonfarm area tends to be quite similar 
to that of the urban. Manufacturing is the leading source of employment, 
followed by trade, personal service, agriculture, professional, construction, gov- 
ernment, the utilities, and mining. 

Agriculture employment rate decreases varied from 22.5 per cent to 42.7 per 
cent of decrease. The utilities as a whole showed even more pronounced rates 
of decline with a range of 35.2 to 51.2 per cent. Personal service declined in all 
states except North Carolina; the range of variation in decrease was quite small 
for the four states. The “all other” grouping decreased in all states except 
Georgia, and the rates showed considerable variation—1.5 to 16.1 per cent. 

Employment in the field of government showed a notable increase, though 
here again the absolute base was small. However, the per cent of change— 
which in no case was less than 50 per cent, and exceeded 100 per cent in one 
state—points to the sharp increases in government functions within this ten year 
span. Contrary to the pattern of the urban areas, construction increased from 
22.4 in Alabama to 37.4 in Georgia. The increases in trade and professional 
were rather similar, varying between 3.5 and 18.0 per cent in trade, and 3.6 to 
13.0 for professional. 

The pattern for manufacturing is the least definite of any industry in the non- 
farm category. Three states—North Carolina, Tennessee, and Virginia—in- 
creased; two states—Alabama and Georgia—declined. Since the increase for 
Tennessee was less than one per cent, it might be more accurate to say that 
increases and decreases were evenly divided, with one state showing an indeter- 
minate amount of change. 


IV 


As one would expect, the bulk of rural-farm employment is in agriculture, 
forestry and fishing. These industries tend to account for approximately three- 
fourths of the rural-farm employment. No other industry affords as much as 
one-sixth the employment derived from agriculture. Manufacturing, as of 1940, 
involved as many as 47.8 per 1000 in Virginia, and as few as 24.2 in Alabama. 
Next in importance were trade and personal service with no clear margin in favor 
of either. All the other industry groups afforded only a relatively small amount 
of employment, with most of them below 10 per 1000. 

Despite the preponderance of the agriculture group, very distinct changes are 
evident, indicating pressures leading to shifts in employment. Of all the classi- 
fications in this study, the percentage increases in the rural-farm class are the 
greatest. Because of the small magnitude of the absolute employment rates in 
most of the nonagricultural activities, percentage changes tend to be magnified. 
Increases in government are the most striking; all of the states exceeded 200 
per cent, with 3 of them above 280 per cent. Construction appears to be next 
in order of the level of increases with a range of 131.9 to 300.0 per cent. The 
“all other” category follows closely, with three states above 140.0 per cent. 
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Manufacturing follows with increases of from 43.2 in North Carolina to 115.7 
per cent in Tennessee. 

Although mining in no one of the five states has a rate more than 10 per 1000, 
the percentages of change are quite noticeable, ranging from 20.0 in North 
Carolina to 130.8 per cent in Virginia. Trade, personal service, and professional 
groups follow in order of increase. 

In general, it is quite apparent that urban-type industries are attracting an 
increasing number of people from the farms. 


v 


Among the white population, agriculture is the most important single indus- 
try, although the decreases from 1930 to 1940 are quite marked. In general, 
most of the white residents of the state obtain approximately one-third of their 
employment in agriculture, forestry and fishing. Manufacturing follows the 
extractive industries, with employment rates ranging around 100 per 1000. 
Trade is of next importance, but with rates only about half those of manufac- 
turing. Construction, utilities, personal service, professional, “all others,” and 
government are on a quite similar level. The rates in these cases tend to vary 
about 20 per 1000. Mining is of least importance to the white population as a 
source of employment. 

The patterns of change in this classification are identical with those of the 
rural-farm category, except in all industry totals. That is not to say that the per- 
centages of change are the same; rather, the directions of change are alike. The 
greatest percentage change is in the government classification, with most of them 
over 100 per cent. The next important set of changes for the 1930-1940 period 
is to be found in the construction industry, but they amounted to about one- 
half those of government. Several other industry groups show per cent changes 
of considerable variability: manufacturing varies from 13.2 to 41.1 per cent; 
personal service ranges from 14.8 to 24.7 per cent; mining from 0.2 to 46.6 
per cent. 

The decreases in agriculture were very similar for the states considered as 
a whole; all of them were within a range of 20 to 28 per cent decline. The 
percentages of decrease in the utility fields were also quite similar to the state 
totals; but the variation is somewhat more noticeable than for agriculture— 
9.6 to 23.7 per cent. 

As a general conclusion to this section, it is quite evident that the white popu- 
lation has been moving away from the extractive industry employments into the 
more exclusively urban industries. 


VI 


As has been previously noted, Negro employment is at a considerably higher 
rate than that of the whites. Among the Negroes, agriculture is of most impor- 
tance, accounting in most cases for two-fifths of the total employment. This 
industry is noticeably of more importance to Negroes than to whites, with the 
exception of Tennessee, where the employment rate in agriculture is greater for 
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whites than for Negroes. Next to rural occupations, personal service is of most 
importance; the rates range from 115.0 in Alabama to 168.0 per cent in Ten- 
nessee. This contrasts sharply with the employment of white persons in this 
field: the highest rate is 21.2 per cent in Virginia. Manufacturing is next in 
importance, but tends to be less than one-half that of personal service. Here, 
too, there is a sharp Negro-white contrast, with the latter finding much more 
employment in manufacturing. None of the remaining industry groups is 
responsible for as much as 50 per 1000. Of these, trade is the highest, with rates 
ranging from 24.6 to 48.3 per 1000. As with the white population, mining is a 
small source of employment, although in Alabama 20 persons in each 1000 are 
attached to this industry. Government service is of least importance as a 
supplier of employment to Negroes. The highest rate is Virginia with 6.9, and 
the lowest, Alabama with 1.7. 

The general pattern of change for Negroes is as a whole rather like that of the 
whites, although the movements are not quite so distinct and clear-cut. De- 
creases have occurred in all of the states in the following industries: agriculture, 
forestry and fishing, mining, and utilities. Increases have occurred for all of the 
states in construction, trade, and professional. With the exception of Tennessee, 
there was an increase in personal service. Virginia was the only state in which 
Negroes increased their employment in government work—6.1 per cent. Manu- 
facturing presents the most confused pattern by states for Negroes. Employ- 
ment increased in North Carolina and Virginia—6.1 and 14.3 per cent respec- 
tively—and declined in Alabama, Georgia, and Tennessee—8.1 to 17.3 per cent. 

The most consistent percentage increases for Negroes were in the professions; 
only one state increased less than 40 per cent; the remainder were between 43.2 
and 48.0 per cent. On the average, the percentage of decrease for Negroes was 
greatest in the field of utilities, where the figure was close to 30 per cent. The 
decreases in the agricultural field were rather consistently around 20 per cent, 
although Virginia had only 14.2 per cent. Government was quite variable— 
10.7 to 45.2 per cent. The greatest variability in decrease was in mining, where 
changes ranged from practically zero to 49.0 per cent. The rates for Georgia, 
North Carolina, and Alabama held quite constant, while that for Tennessee 
declined by 49.0 per cent. 

The lack of a pattern as clear as in the case of the white population indicates 
that Negroes are subject to a variety of forces determining their employment 
which do not impinge with like intensity on the whites. And the considerable 
variation among the states suggests perhaps what might be aptly termed “‘differ- 
ences in the climate of opinion.” 


Vil 


It is beyond the purposes of this study to attempt any explanation of the 
multitude of changes which have occurred during the decade in the employment 
rates for these five states. To do this would require a very detailed examination 
of the vast array of socio-economic forces which have been operative within this 
area, and a linking of them with developments of state, national, and inter- 
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national character. Causal analysis has a way of never coming to an end and 
final conclusion. 

However, several of the more prominent trends described in the preceding 
sections involve explanatory materials which are rather well known. These 
include: (1) the consistent decreases in the industry groupings for agriculture, 
forestry and fishing, and the utilities; and (2) the movement of rural nonfarm 
and rural farm people into dominantly urbanized industries while maintaining 
residence in a small community or on a farm. 

The declining rates in agriculture hardly require detailed explanation for the 
readers of this journal. Although the people involved are maintaining rural and 
small community residences in many cases, the shift into urban occupations is 
undoubtedly a part of rural-urban migration, so well-known to students of 
current social change. The usual evidence of this change is the growth of urban 
population and the relative decline in the rural areas. This has been occasioned 
by technological changes in agriculture, which make possible the achieving of a 
larger output with fewer persons, and the development of seemingly more re- 
munerative occupations located off the farm. The usual response has been to 
move to the urban centers. 

But of more interest in this study is the fact that rural farm and rural non- 
farm people are tending to find an increasing amount of employment in domi- 
nantly urban industries. Perhaps this pattern is somewhat contrary to the 
long-run trend of rural peoples moving cityward, in that roughly one-fourth of 
the farm people are staying on the farm yet finding employment in non-agricul- 
tural activities. In most cases these employments are probably in urban centers, 
rather than at the cross-roads. The rural non-farm people are also a part of the 
trend away from agricultural employment and into industries created by tech- 
nological changes. An important factor in this causal sequence is certainly the 
growth of hard-surfaced highways and relatively cheap, individualized automo- 
bile transport. To vast numbers of people the non-economic advantages of rural 
and small community residence may be more than adequate compensation for 
the added cost and sacrifice involved in commuting. 

The rather sharp and consistent decreases in employment rates for the utilities 
reflect the decline in absolute levels of employment in these industries. The 
decrease is particularly characteristic of railways which form the major portion 
of this industry group. The forces operating to bring about this change are 
mainly those of technology: the increasing productivity of railway employees” 
along with reduced amount of traffic® which enables roads to operate with fewer 
employees. The reduced amounts of traffic are a further consequence of the 
technology centering around the automobile as well as the low levels of economic 
activity. 

12 See Millis, H. A. and Montgomery, R. E., Labor’s Progress and Problems. New York: 
McGraw-Hill Book Co., 1938, p. 155. 

18 Operating revenues in 1930 were $440,100,000; in 1940 they were $358,100,000. Statisti- 
cal Abstract, 1941, p. 464. 


14 All operating steam railways employed a total of 1,517,043 persons in 1930; by 1940 
the figure was down to 1,045,738. Statistical Abstract, 1941, p. 470. 
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A change that is perhaps a bit surprising and difficult to explain centers around 
the changes in construction. The appallingly low levels of construction activity 
during the decade of the thirties was undoubtedly a basic factor in the decline 
of this industry in the urban centers. Although we know of no index of construc- 
tion activity for these states, some measure of the low levels which probably 
applied at least equally in this area can be derived from the fact that the national 
index of construction contracts dropped from 92 in 1930 to 25 in 1933, and was 
up to 81 by 1940.% However, this hardly clarifies the explanation of the in- 
creased rates of employment for all of the classifications except urban. The state 
totals increased in no case by less than 35.6 per cent. Here, again, we can per- 
haps do nothing more than ask questions. Does this conflict mean that recovery 
from the depression lows was more rapid in the state as a whole than in the 
cities? Or does it reflect a slowing down in the rate of urbanization? Con- 
siderably more information is needed before anything like a definite conclusion 
can be forthcoming. 

The manufacturing pattern offers a similarly vexing problem. State totals 
increased, urban decreased in all but North Carolina. Here we have the seeming 
paradox of the people of the strongholds of manufacturing activity losing ground 
to areas traditionally attached to non-manufacturing occupations. Perhaps the 
low rate of increase in industrial production during the thirties is relevant. 
Between 1929 and 1937, industrial production for the nation increased by only 
three per cent.° The index of industrial production of the Federal Reserve 
Board increased by only 12 per cent from 1929 to 1940. But the question 
remains why this slow rate of advance (if it is part of the cause) did not show up 
equally in the rural farm and rural non-farm regions, as well as the state totals. 
Could part of the answer be in the experience which industrial workers had with 
economic insecurity during the early thirties? As a means of finding more 
security, many of them may have moved to the rural farm areas and taken up 
part-time farming. Enough may have done this to bring down the urban rates 
(along with technology and shift to other industries) and to have increased the 
rural farm rates. It may be of some importance in this connection to note that 
only state totals and rural farm groupings showed increased rates in manufac- 
turing employment for all five of the states. In the rural nonfarm region the 
change was about evenly divided between advances and declines. If this expla- 
nation is valid, it would apply with equal force to the changes in construction 
activity. Further, in this connection, it is relevant that unemployment was 
more rampant during the thirties among the manufacturing and construction 
industries than among the trades and services.1* The trade and service rates 
increased in the urban areas in general with the states. 


15 Statistical Abstract of the United States, 1941, p. 945. 

16 Solomon Fabricant, The Output of Manufacturing Industry, 1899 to 1987, National 
Bureau of Economic Research, 1940, p. 71. 

17 Statistical Abstraci of the United States, 1941, p. 847. 

18 Compare the various indices of employment by industry, as computed by the Bureau 
of Labor Statistics. See Statistical Abstract of the United States, 1939, pp. 334-340. 
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Still more research needs to be done to offer a helpful diagnosis of (1) the 
decline in all industry totals for all states except Virginia; (2) the nearly con- 
stant conditions of total employment in North Carolina and the prominent 
differences between this state and the others, particularly in the urban classifi- 
cation; (3) the differing patterns as between whites and negroes with respect to 
mining, manufacturing, government, and “all industry” totals. 


APPENDIX ON COMPARABILITY 


In addition to the previously mentioned factors of non-comparability for 
which an adjustment was possible, two others were encountered for which no 
satisfactory correction was possible. Both of these are the result of changes in 
census definitions and classifications. 

In 1940 the members of the “employed workers” are divided into two color 
classes: ‘‘white” and “non-white.” In the latter category are included negroes 
and all other non-white people. However, the 1930 data on unemployment, 
used in compensating for the inclusion both of employed and unemployed per- 
so: s in the 1930 count of gainfully employed, separate the Negroes from the total 
population but do not provide separate information in regard to the whites. 
Thus the 1930 data in Table I under the caption “Negro” represent the Negro 
population as correctly as census data will permit; but the 1940 data in the same 
table under the caption ‘‘Negro” include Negroes as well as other colored per- 
sons. In short, the colored persons other than Negroes are classified as “‘white”’ 
in 1930 but as “negro” in 1940. Fortunately, the magnitude of this error is 
very small and can hardly have any influence on the answers to the basic ques- 
tions of the study.” 

A more serious error results from a change between 1930 and 1940 in the 
minimum age level at which persons are considered to be a part of the labor 
force. As of 1930 the minimum age for persons to be considered gainfully 
employed was 10, but for 1940 the minimum was raised to 14. Thus the em- 
ployment rates in Table I for 1930 are based on the ratio of gainfully employed 
10 years old and over for each industry to the total population 10 years and over. 
The 1940 employment rates in the same table are based on the ratio of gainfully 
employed 14 years and older for each industry to the total population 14 years 
old and over. 


19 The following tabulation shows the number of persons of racial groups other than 
whites and Negroes in each of the states here considered. 


1930 1940 
BRR. oS ie Re ee 570 574 
Os 65,55 Ss 500 8 Sie amend e eam ate ak 360 518 
DReN NONI. 0055.55. cs cwaccaseteakeeekcom aes i* 47.9 22,690* 
TRI oso ie 5 cae Deckenoa thas calekoeshemnkabemes 266 199 
WHR ores ok e055 ss ens anraanicon eieaeeernene ate 1,245 740 


* As a percent of total population these people represent only 0.5 in 1930 and 0.6 
in 1940. Indians form the bulk of this group in North Carolina. 


Source: Sixteenth Census of the United States, 1940, Population, Vol. II, Table 4 (vari- 
ous volumes). 
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Although the foregoing difficulty alters in no way the basic trends in the data, 
it has the effect of understating the percentages of change 1930 to 1940 as shown 
in Table II. The understatement is due to the fact that the ratio of gainfully 
employed persons of age 10 through 13 to the employed population 10 and over 
is much less than the ratio of the population 10 through 13 to the total popula- 
tion 10 and over. It is possible to refine the data somewhat and reduce the 
error; however, in making the adjustment which would result in an over-all 
improvement, a serious overstatement would be introduced into the agricultural 
rates.” 


20 The method and supporting evidence for the adjustment are as follows: (a) Although 
the employment data are not available in terms of an age distribution suitable to this prob- 
lem, an improvement can be introduced through using as the denominator of the rate- 
fractions the population 14 years and older instead of 10 and older. Obviously, this is not 
an entirely satisfactory adjustment, but the data would be more nearly comparable with 
1940 by removing the factor of non-comparability at least from the denominator. Further, 
as indicated in the following, the error left in the numerator is much less than that which 
could be removed from the denominator. (b) All the states covered in this study fall 
within the census groupings of South Atlantic and East South Central states. In the South 
Atlantic, persons gainfully employed, age 10-14, in 1930 were slightly less than two per cent 
of those employed, 10 and over. In the East South Central district the figure is approxi- 
mately three per cent. (Computation based on data obtained from the 15th Census of the 
United States, 1930, Unemployment, Vol. II, p. 249, Table IX). (c) Data are available for 
the individual states of this study in regard to the percentage which the population 10-14 is 
of the total population 10 and over, and are given as follows to the nearest whole per cent: 
Alabama, 15; Georgia, 15; North Carolina, 16; Tennessee, 14; Virginia, 14. (Computations 
based on data from the 15th Census of the United States, 1930, Population, Vol. III, Table 
III, for each of the states.) (d) If the above corrections were made, agriculture would be 
overstated as to the 1930 rates; the numerator of the agriculture rate would not be changed 
but the denominator would, and there is reason to think that the employment rate in agri- 
culture for the ages 10-14 is considerably higher than that for any other industry group. In 
agriculture, the age bracket 10-19 includes more persons than any other; in all the other in- 
dustrial groupings this age span, 10-19, is the smallest, with the exception of a few of the 
brackets for the higher ages. The validity of this comparison is not vitiated by the fact 
that the class-interval for the 10-19 group is double that of the other ages in the distribu- 
tion. (Based on the 15th Census of the United States, 1930, Unemployment, Vol. II, p. 
253-254.) 
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State and Local Finance in the National Economy. By Alvin H. Hansen and 
Harvey 8S. Perloff. New York: W. W. Norton and Company, Inc., 1944. 
Pp. vii, 370. $3.75. 

Production, Jobs and Taxes. By Harold M. Groves. New York: McGraw-Hill 

_Book Company, Inc., 1944. Pp. xv, 116. $1.25. 

The Twin-Cities Plan, Postwar Taxes. Published by The Twin Cities Research 
Bureau, Inc., Carl P. Herbert, Secretary, 332 Cedar Street, St. Paul 1, Minne- 
sota, June 1944. Pp. 27. 

Theory of National Economic Planning. By Carl Landauer. Berkeley and Los 
Angeles: University of California Press, 1944. Pp. 189. $2.00. 

Although differing considerably in scope and subject matter, all of the publi- 
cations listed above are concerned with the same basic problem—how to main- 
tain a high level of production and employment in the postwar period. Hansen 
and Perloff, Harold Groves, and the authors of the Twin Cities Plan stress the 
importance of proper taxation and other fiscal devices as a means of reaching the 
chosen goal. Carl Landauer’s essay is a highly abstract argument for compre- 
hensive planning which casts doubt on the efficacy of fiscal measures alone. 

Of the purely fiscal studies, two were prepared under the auspices of business 
groups. Production, Jobs, and Taxes, by Harold Groves, is sponsored by the 
Committee for Economic Development. The Twin Cities Plan, which is de- 
scribed as a realistic approach to the problem of Federal taxation, appears under 
the names of a group of Minneapolis and St. Paul business men. According to 
the two business studies, the strategic factor in maintaining a high level of 
employment and income after the war is an adequate flow of new investment in 
private business ventures. To provide private investors with sufficient incen- 
tive, business taxes and taxes which diminish the reward for risk-taking must, 
it is argued, be substantially reduced. 

Hansen and Perloff also stress the importance of maintaining an ample volume 
of private investment and of eliminating tax measures which reduce the incentive 
to invest. These two authors, however, have less faith in the expansibility of 
private investment than have the business spokesmen. Hansen and Perloff are 
apparently convinced that opportunities for profitable private investment will 
not be sufficient to absorb all of the savings which will be forthcoming at the 
high level of national income necessary to assure full employment. In a normal 
year, under conditions of reasonably full employment, the authors estimate that 
the national income, at 1942 prices, will approximate 135 billion dollars. At this 
level of income, they believe that individual and corporation savings will amount 
to about 15 billion dollars. New private investment, on the other hand, will 
not, in their opinion, normally exceed 12 billion dollars per annum. This will 
leave an unutilized margin of savings which will average around 3 billion dollars 
per year. 

To prevent these surplus savings from initiating a spiral of deflation and to 
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raise aggregate investment to the amount required to support full employment, 
the authors hold that the excess 3 billion dollars must be borrowed by govern- 
mental bodies and invested in public development and improvement projects. 
Among the public projects suggested for this purpose are: “transportation, re- 
source development, reforestation, soil conservation, irrigation, flood control, 
river-valley development, urban redevelopment, public housing, international 
loans and development projects, and to a limited extent, certain special types of 
capital outlays on military capital facilities.” 

The authors propose varying the amount of public investment from year to 
year to offset fluctuations in private investment. The plan assumes, however, 
an average increase in public indebtedness of about 3 billion dollars per year. 
State and local development and improvement projects constitute a sizeable part 
of the recommended public investment program. Since states and localities are 
considered ill adapted to deficit financing, it is proposed that the Federal govern- 
ment do all the borrowing and that it pass part of the proceeds to the states and 
localities in the form of loans and grants-in-aid. 

According to Hansen and Perloff, an adequate flow of consumer spending is 
quite as necessary as an adequate flow of investment, if full employment is to be 
achieved. The authors of the Twin City Plan apparently believe that adequate 
consumer spending comes automatically with adequate investment. At any 
rate, the maintenance of consumer purchasing-power is not specifically men- 
tioned in their plan. Professor Groves recognizes the importance of maintaining 
a high level of consumer spending but he gives this factor slight consideration 
in his specific proposals for tax reform. 

Hansen and Perloff propose to expand consumer spending by lightening the 
burden of taxation on the small income receiver, who is most likely to spend the 
resulting addition to his income. They also propose to supplement private con- 
sumption by an increase in collective consumption. To this end, they recom- 
mend that the Federal government accept responsibility for underwriting national 
minimum standards of public service in the fields of education, social security 
and health. 

‘ Despite their different economic orientations, the actual expenditures and tax 
programs of the three groups of writers differ less radically in their overall 
dimensions than one might be led to expect. The authors of the Twin City Plan 
assume that the postwar expenditures of the Federal government, exclusive of 
expenditures from payroll taxes, will fluctuate between 15 billion and 21 billion 
dollars per annum. This is about 4 billion dollars below the range of expendi- 
tures envisaged by Hansen and Perloff. Both studies agree in allowing 6 billion 
dollars per year for interest on the Federal debt and in allowing another 6 billion 
for the postwar military establishment. Both studies place state and local 
expenditures, exclusive of Federal aid, at approximately 9 billion dollars per year. 

While not advocating an annual balancing of the Federal budget, Professor 
Groves and the authors of the Twin City Plan insist that the budget should be 
balanced over a short period of years. In times of prosperity, revenues should 
exceed expenditures and the surplus should be used to pay off the debt. Hansen 
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and Perloff recommend surplus financing only during a feverish private-invest- 
ment boom. Normally, the Federal government would incur a deficit equal to 
the amount by which private investment fell short of total saving. 

There is general agreement that the postwar tax requirements of the Federal 
government, exclusive of payroll taxes, will fluctuate around 18 billion dollars 
per annum. In their specifications for a tax system to raise this sum, all of the 
authors agree on the desirability of eliminating the war excess-profits tax, the 
corporation capital stock tax and the declared-vaiue excess-profits tax. They 
agree, also, that the provision for carrying forward net business losses for income 
tax purposes should be extended from the present two years to five or six years. 
As regards further measures to lighten taxes on business profits and to encourage 
venture capital, the respective authors, differ. 

At one extreme is Professor Groves, who advocates the complete abolition of 
the corporation income tax, as such. Corporations, however, would be required 
to withhold and pay to the government on behalf of their stockholders the lowest- 
bracket rate of personal income tax on income distributed as dividends. On 
undistributed income, corporations would be required to make an advance pay- 
ment of the lowest-bracket personal income tax. A pro-rata share of this ad- 
vance payment would be credited to each stockholder to apply on his personal 
tax liability, if and when dividends were distributed, or a capital gain were 
realized upon the transfer of the stock. 

The authors of the Twin City Plan believe that “relatively heavy corporate 
income tax rates are not as harmful to the private enterprise system as are heavy 
individual income tax rates, for the reason that the latter shut off at the source 
all possibility of venturing of capital by individuals”. These authors, accord- 
ingly, recommend the retention of a 40 per cent corporation income tax. Along 
with this, however, they advocate a reduction of the maximum rate of the per- 
sonal income surtax to 50 per cent, the exclusion from taxable personal income 
of 40 per cent of dividends received, and a limitation of the personal income tax 
on long term capital gains to a maximum of 123 per cent. 

Hansen and Perloff suggest subjecting corporations either to a 30 per cent tax 
on their entire income, or to a 45 per cent tax on their retained income, the 
second proposal being coupled with a provision for collecting the basic personal 
income tax on dividends at the source. To encourage venture capital, they 
suggest that income invested in specified types of new capital facilities be ex- 
cluded from the personal income tax up to 25 per cent of the investor’s income. 

In all of the postwar plans for raising Federal revenue, the personal income 
tax is accorded a predominant position. Professor Groves leads all the rest in 
his proposed use of this particular tax, accepting as his model the war income tax 
of 1942, with its personal exemption of $500 and its first-bracket rate of 22 per 
cent. Groves recommends the retention of the wartime exemptions and the 
wartime rates on the lower brackets, but advocates reducing the highersurtax 
rates by a quarter or a third. As to other sources of Federal revenue, Groves 
advocates reducing Federal excise taxes and increasing the yield of the estate and 
gift taxes by plugging loopholes and broadening the base of these levies. 
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Whereas the Groves plan might require the Federal government to raise 14 
billion dollars or nearly 80 per cent of its needed revenue through the personal 
income tax, the Twin City Plan contemplates a personal income tax adjusted to 
yield only 5 billion dollars in conjunction with a corporation income tax calcu- 
lated to produce a like amount. The Twin City Plan further proposes a 5 per 
cent Federal sales tax, without exemptions, to raise 2.8 billion dollars; excise 
taxes to raise 4 billion dollars; estate and gift taxes to raise half-a-billion dollars; 
and miscellaneous revenues, including customs duties, to raise 700 millions. 
The personal income tax recommended by the Twin City authors provides an 
exemption of $600 for single individuals, $1400 for married couples, and a credit 
of $400 for each dependent. The lowest income bracket is subject only to the 
normal tax of 10 per cent. Succeeding brackets are subject to surtax rates 
which begin at 6 per cent and end at 50 per cent on income in excess of $300,000. 

Hansen and Perloff stand midway between Professor Groves and the authors 
of the Twin City Plan in their reliance on the personal income tax. They 
propose a Federal income tax which will yield 9.8 billion dollars per annum. 
Their suggestions for further revenue are as follows: corporation income tax, 
$4 to $4.5 billions; estate and gift taxes, $1.2 billions; tobacco and liquor taxes, 
$2 billions; customs duties and miscellaneous revenues, $900 millions. The 
Hansen and Perloff income tax provides an exemption of $800 for single indi- 
viduals, $1600 for married couples, and a credit of $400 for each dependent. 
The lowest income bracket is subject to a normal tax of 6 per cent and a surtax 
of 8 per cent. On income above $200,000, the surtax rate is 82 per cent. 

Under the Groves plan, a wage earner with a wife and one child and an income 
of $2,000 per year would pay a Federal income tax of $113, or 5.7 per cent of his 
total income. In addition, he would bear his pro-rata share of about 2 billion 
dollars of Federal excise taxes, which might raise his total tax load to 7.7 per cent 
of his income. 

Under the Twin Cities Plan, the same wage earner would be subject to an 
income tax of only $20, or 1 per cent of hisincome. To this would be added the 
5 per cent sales tax, which on an income basis would probably mean an additional 
3 per cent. He would also have to bear a pro-rata share of 4 billion dollars of 
excise taxes, which might well take 4 per cent of his income. Thus, under the 
Twin Cities Plan, the wage earner might pay 8 per cent of his income in Federal 
taxes. 

Under the plan of Hansen and Perloff, the wage earner in question would be 
exempt from the Federal income tax. His contribution to 2 billion dollars of 
Federal excise taxes would probably represent about 2 per cent of his income. 

Other things being equal, a two per cent tax is, of course, preferable to an 
eight per cent tax, but the issue as it presents itself to the wage earner is not, of 
course, that simple. From the wage earner’s point of view, full employment 
with a $2,000 income, even after the subtraction of $160 for taxes, is to be pre- 
ferred to partial employment at $1,000 with $20 taken in taxes. In making his 
choice between the various tax plans presented, the wage earner, if he is rational, 
will seek first to ascertain which one of these plans offers the surest guarantee of 
full employment. 
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When the various plans are scrutinized with this object in mind, it becomes 
apparent that what they offer are not guarantees, but hopes. These hopes are 
| ; largely based on faith that business enterprise will respond automatically and 
in certain predictable ways to given types of stimuli. The spokesmen for the 
business groups stake their faith on the proposition that an increase in the reward 
for successful investment will automatically swell the flow of capital funds dedi- 
cated to business expansion and that this new flow of capital spending will be 
sufficient to maintain the economy at full employment heights. Hansen and 
Perloff have less confidence in the unaided power of private enterprise to react 
with sufficient vigor to the lure of pecuniary reward. Their misgivings on this 
’ score, however, are more than balanced by their faith in the responsiveness of the 
economy to the stimulus of government spending. 

In his essay on the Theory of National Economic Planning, Carl Landauer 
presents considerations which serve to cast doubt on both of these articles of 
faith. His introductory observations dovetail neatly with a statement made by 

Professor Groves, who neglected to explore its full implications. Professor 
: Groves says: ‘‘Fear of losses is often more of an impediment to business expan- 
1 sion than doubt concerning adequate business profits”. In an analysis which is 
much too brief and sketchy, Professor Landauer indicates why our economy, as 
7 it operates at present, heavily weights the chances of the independent business 
adventurer on the side of loss. The gist of his reasoning is contained in the 
following quotation: 


In a competitive economy, producers do not compare notes on their plans, and even 
under imperfect competition or monopoly not all producers inform each other about their 
designs. Consequently, one entrepreneur learns of the intentions of his fellow entre- 
preneurs only when these intentions have been carried to a point where their effects be- 
come visible. Very often, this occurs a considerable time after the action has been initi- 
ated. Entrepreneurs enter commitments for the execution of projects without knowing 
what commitments are accepted by other entrepreneurs at the same time, or what will be 
accepted before their own projects can be brought to fruition. 

This is one of the main reasons why the price system cannot achieve perfect co-ordina- 
tion of individual economic activities. Present prices reflect only the present relationship 
of supply and demand, with an entirely inadequate and haphazard correction through 
speculation. Most frequently, present prices are the basis of decisions for industrial 
expansion not because entrepreneurs are foolish enough to think that prices cannot change, 
but because they rarely find an adequate source of information of the likelihood of change 
and, therefore, accept the possibility of price fluctuation as an inevitable risk in their 
economic ventures. Their actions, inadequately adjusted to conditions which are bound 
to arise, will aggravate instead of alleviate the price changes, and the resulting disturb- 
ances of the market will cause major fluctuations in employment. Economic stabiliza- 
tion, in the sense of a stable rate of growth, without violent changes in the price level and 
without widespread interruption of employment, is unobtainable unless present actions 
are planned with a view to the supply-demand relations which they are bound to create, 
and not merely guided by the supply-demand relations existing at the start. 


Professor Landauer’s recipe for full employment is comprehensive economic 
planning. He outlines what he conceives to be the minimum requisites of a 
system of planning compatible with private enterprise. He calls attempts to 
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regulate the economy through credit and fiscal controls “partial planning” and 
devotes a section of his essay to a discussion of the limitations of these devices. 

It is not difficult to show that if we are to produce to the limit of our technical 
potential, it is necessary to have recognized production goals. Full employ- 
ment requires business expansion, but our economy is highly specialized and 
production is divided into innumerable segments. New investment in any one 
segment will prove abortive unless it is matched and co-ordinated with comple- 
mentary investments in all the other segments. If production is to progress, 
business men must advance in step with one another. Occasionally, under the 
stress of wars or the influence of epoch-making inventions, the direction in which 
the economy is destined to move becomes clearly visible and it is comparatively 
easy for individual business men to achieve co-ordinated, and hence profitable, 
expansion. At other times the direction of movement is not clearly marked. 
During such times, continued business expansion is possible only. on the basis of 
adherence to an accepted economic plan. 

A great many people will agree with Professor Landauer as to the need for 
some sort of planning. Few, however, will accept his dictum that “full planning 
is by necessity an undertaking of the national government”’, nor are many likely 
to endorse his proposal of government production guarantees as a means of 
securing adherence to the national economic plan. 

University of North Carolina CLARENCE HEER 


The Theory of Economic Progress. By C. E. Ayres. The University of North 

Carolina Press: Chapel Hill. Pp. ix, 317. $3.00. 

It is the author’s purpose ‘“‘to set forth a new way of thinking about economic 
problems’’, and to help make an end to the obsession of economics with price 
theory, to which he attributes the “intellectual impotency” of this science. He 
would have economists draw on the great fund of knowledge regarding human 
behavior and what Veblen called the life process, which has been assembled by 
the other social sciences and by psychology and philosophy, and make of eco- 
nomics a progressive science capable of facilitating progress. 

Section I has to do with “the classical tradition”. There is in economics, it 
is implied, no effective and creative loyal opposition to force its improvement; 
the critics and opponents of economic orthodoxy are absorbed, or choose to labor 
in fields removed from the main scene of action. The classical design, therefore, 
bids to continue until economists, armed with a new set of ideas, abandon straight 
price analysis and make a fresh theoretical start. The authenticity of price as 
a social mechanism, first established by medieval doctrine with its emphasis 
upon just price, has persisted; and price has continued to serve as a catalyst to 
combine the ideas of capital and value, with the pricing system at once fasci- 
nating its explorers and providing a seeming solution for all social problems. 
The idea of capital, the epitome of commercialism and the justification of a com- 
mercial society, has focused attention upon “saving” instead of upon “science 
and technology”. In so doing, it has underwritten inequality as a major pre- 
requisite to civilization and has resolved the analysis of production into terms of 
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“spiritual wear and tear’; and it has diverted consideration from the real source 
of productive equipment and power. Finally, the economist’s theory of value 
(itself an embodiment of the natural order teleology of the eighteenth century), 
with its stress upon price equilibrium as a consummatory state rather than as a 
mere analytical device, has ignored the basic nature and role of “human wants” 
and “‘resources”, has eschewed the real problem of ‘‘value’”’, and has continued 
the idea of a competitive “community of interests’’. 

In his second section Professor Ayres examines “economic behavior’’—the 
elements of human nature, technology and progress, industrial evolution, cere- 
monial patterns, technology and institutions. Because the phenomena with 
which economics deals are cultural, it must substitute a cultural approach for its 
present glib and circumscribed conception of the supposed activities in which 
man engages to get a living; it must restore the concept of progress, of cultural 
development, as presented in the form of industrialization. By way of illus- 
tration he tries to account for the fact that industrial evolution first flowered in 
western Europe rather than in other parts of the world, and to draw inferences 
from this fact. He finds the history of the human race to be “that of a perpetual 
opposition of . . . the dynamic force of technology continually making for change, 
and the static force of ceremony—status, mores, and legendary belief—opposing 
change’”’; and he concludes that the success and permanence of the industrial 
revolution ‘‘are by no means assured” for it may yet be shackled by the static 
force of ceremony. He supposes the ‘“‘power-system of the modern economy”, 
together with “‘its legendary background, the system and theory of capitalism”’, 
to be a ‘“‘residue of our ceremonial past, and as such it is an impediment to eco- 
nomic progress as ceremonial proprieties have always been.” 

In the closing section the author deals with ‘‘value and welfare” in chapters 
concerned with the meaning of value, the path of progress, the strategy of prog- 
ress, and the power of ideas. He concludes that “for every individual and for 
the community, the criterion of value is the continuation of the life process— 
keeping the machines running.” Price must no longer be looked upon as the 
link between the worlds of production and consumption. The idea of progress 
must no longer be conceived ‘‘as movement toward the attainment of some pre- 
visioned ‘end’ ’’; it must be reconstituted ‘in terms of the continuity of tech- 
nological development”. The strategy of progress calls for, among other things, 
the removal of “the smoke screen of concealment behind which business is 
conducted’’, and the modification of the distributive system which presently, by 
failing to provide continuously an adequate volume of consumer purchasing 
power, balks the full utilization and the continued growth of the productive 
powers of industrial society. (The author attributes the lack of attention to this 
latter point in part to the failure of the “underconsumptionists” to break with 
orthodox price-value theory and derive the underconsumption thesis from a 
systematic analysis of the industrial economy.) What is needed generally isa 
new set of ideas consistent with the underlying situation and calculated to insure 
economic progress. 

Such, if the reviewer has read aright, are the main theses of this interestingly 
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written and provocative book, intelligent comment on which calls for an essay 
rather than a review. 
Duke University J. J. SPENGLER 


TVA: Democracy on the March. By David E. Lilienthal. New York: Harper 
and Brothers, 1944. Pp. ix, 248. $2.50. 

This is a book on the lessons that the TVA offers for public policy, regional 
development and social and economic planning. The implementation of public 
policy is found in the process we have come to call social planning. What is 
the nature of planning in a democracy, characterized as is our society by a liberal 
capitalistic economy? This, it seems to me, is the basic question Administrator 
Lilienthal sets out to answer in this vital new book. In the first place, as Dewey 
has pointed out, the ideal to be sought is not a society, planned once and for all, 
but a continuously planning society. There exist, as far as we know, no perma- 
nent solutions to economic and regional problems. Society exists as a continu- 
ous process of readjustment of its multiple groups and individuals. Unless 
society is continually adjusting and readjusting, its elements fall so far out of 
balance that integration and equilibrium are not achieved. Lags and injustices 
arise and disequilibrium and disorganization ensue. One major maladjustment 
is to be found in the regional imbalances and inequities that exist within nations. 

In the TVA the Southeast has the outstanding development in national- 
regional planning so far projected in our nation. The presence in the region of 
this national project devoted to defense, conservation, navigation, flood control, 
and power production serves to demonstrate the importance of regional develop- 
ment in the whole national policy. National progress and security in a country 
as large as ours is dependent on the integrated development of broad regional 
areas. 

Accordingly this volume by the Chairman of the TVA is a practical book 
whose main appeal, paradoxically enough, is in the field of theory. The book is 
practical because it recounts the actual experience of the Authority in developing 
the resources of its region. It is theoretical because it carries this experience 
forward into problems of economic development, public administration, and 
democratic participation in the processes of government. Here Lilienthal’s 
greatest contribution is made to the new ideas of regionalism and national- 
regional integration in economic development and government. 

If it was the function of political economy in the grand tradition to show how 
the wealth of nations might be increased, then this book falls within the domain 
of economics. It holds that government can aid in the creation of national 
wealth and develops the obvious thesis that the wealth of the nation is a com- 
posite of the wealth of the nation’s regions. This wealth can be increased by a 
unified development of nature’s resources in which government, business, and 
the people work together. It is Lilienthal’s belief that the experience of the 
last ten years in the Valley has shown that to get “new jobs and factories and 
fertile farms our choice need not be between extremes of ‘right’ and ‘left’, be- 
tween overcentralized Big-government and a do-nothing policy, between ‘private 
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enterprise’ and ‘socialism’, between an arrogant red-tape-ridden bureaucracy 
and domination by a few private monopolies.” 

What Lilienthal has to say about the dangers of bureaucratic administration 
and the importance of decisions by businessmen should satisfy the strongest 
believer in private initiative. On the other hand, there is no doubt in Lilienthal’s 
mind that science and the welfare of the people demand the participation of all 
groups, including government at all levels, in regional-resource development. 
Several principles emerge accordingly in the application of the regional idea to 
resource development and national planning. First, resource development must 
be governed by the unity of nature as when all the functions of a great river 
system are developed as a unified whole. Second, the people themselves must 
actively participate in this development. To do this, decisions should be 
made in the region and not as a result of ‘‘sending papers to Washington to be 
processed.” 

The region, then, is the autonomous unit of development charged with the 
responsibility of dealing with resources as a unified whole and possessing the 
authority to make decisions in the region. These policies are to be carried out 
in co-operation with and through local and state agencies rather than imple- 
mented through especially created Federal bureaus. To accomplish this the 
government functions best in the field in a decentralized pattern of administra- 
tion comparable to that developed by the TVA rather than in over-all Federal 
bureaus centralized in Washington. Only through such procedures can we avoid 
the dangers of sectionalism on the one hand, or of an overgrown and muscle- 
bound Federal bureaucracy on the other. 

We have here an administrator in love with his task and convinced that it is 
contributing to the wealth and welfare, the defense and democracy of the nation. 
Few who have examined the record and viewed the imposing list of the Author- 
ity’s achievements in peace and war will be able to disagree with him. The 
day when a few law suits by a few holding companies could jeopardize the whole 
TVA program is definitely past. The question that students of our mixed 
economy want answered is how far this pattern can be carried in future national 
development. Lilienthal believes that the governmental corporation devoted to 
regional development is an article for export as well as for domestic use. In fact, 
one of his most concrete suggestions indicates how such an Authority might be 
used to rehabilitate devastated countries after the war. Who knows? Lilienthal 
shows how the TVA and the Aluminum Company of America have been working 
hand in glove. Even owners of utility shares must have decided by now that 
there are many things worse than the TVA. Those who disagree most violently 
should read Lilienthal, if only to find out the nature of the development they 
oppose. 

University of North Carolina Rupert B. VANCE 


The Settlement of Industrial Disputes. By Kurt Braun. Philadelphia, Penna.: 
The Blakiston Co., 1944. Pp. xii, 306. $1.50. 
In The Settlement of Industrial Disputes Kurt Braun of the Brookings Institu- 
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tion has written a valuable book. The author traces the settlement of disputes 
from their beginning in the plant through the various stages of negotiations, 
mediation, arbitration, and finally makes a strong plea for the establishment in 
this country of labor courts patterned after the German Republic’s system. 
The book reflects years of careful research in a field that is still too dominated by 
the “Messiah approach.” 

The weakness in the book is its over-emphasis on arbitration and its inadequate 
treatment of the mediation or conciliation stage of the settlement of disputes. 
It may well be that this is not a weakness. The vague sense of ‘‘not enough” 
has caused the reviewer to start thinking about the problem anew. Can any 
book hope to do more for the reader? 

Paradoxically, the section on local mediation tribunals is one of the most 
suggestive parts of the book. The Toledo, Ohio, and Newark, New Jersey, 
plans are described in some detail. The reviewer is convinced that similar plans 
offer the best solution for the problem of settling industrial disputes, once bar- 
gaining has broken down. The best place to settle disputes is at the bargaining 
table. The parties to the dispute are best qualified to dispose of it in a manner 
calculated to bring about harmonious relations between industry and labor. 

With industry and labor looking forward to a great expansion of Southern 
business after the war, and with the inevitable growth of unions, this book 
becomes a “must” for industrialists, labor leaders, legislators and students. 
While it was written for advanced or graduate students, the author’s direct style 
of writing takes it out of the text book class. 

Fourth Regional War Labor Board Paut L. Sty.es 


The Greek Foreign Debt and the Great Powers, 1821-1898. By John A. Levandis. 

New York: Columbia University Press. Pp. vi, 137. $2.25. 

This book deals with an interesting and significant series of episodes in the 
history of international public debts. The author has followed the forms and 
techniques of scholarly research and has brought together many important facts. 
There are, however, many gaps in his economic and financial data. In his con- 
clusions the author gives many valid reasons why Greece experienced difficulties 
in paying her debts but he does not attempt to appraise the soundness of her 
policy in incurring the debts. 

Briefly, the story of the debts is this. In gaining their independence from the 
Turks in the 1820’s the Greeks borrowed from private sources, mainly in Eng- 
land, and defaulted within a few years. When the Great Powers—England, 
France, and Russia—recognized the independence of Greece in 1832 they guar- 
anteed a loan which was almost immediately defaulted. After long negotiations 
these debts were adjusted and service on them was resumed just in time to permit 
the Greeks to borrow huge additional sums from private sources, mainly in 
France and Germany, between 1879 and 1890. Default occurred again in 1893 
and four years of negotiation followed. In 1897 Greece lost her war with Turkey 
and had to pay a large indemnity. Political considerations led the Great Powers 
to guarantee a loan to provide the funds for the indemnity but as their price 
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they imposed a control commission upon Greece to administer important sources 
of revenue. This arrangement was hard on the Greeks but profitable to the 
bondholders and the debt was finally paid off in 1941. 

The author is primarily interested in the political and diplomatic aspects of 
the international debt. He portrays very well the way in which Greece, largely 
through the instrumentality of the debt, was used as a pawn in the political 
maneuvers and diplomatic intrigues of England, France, and Russia. 

On several occasions the author states that investigating commissions did not 
make any adequate survey of Greek finances. Nowhere does the author give 
his reader any such analysis. Only seldom does he give the figures for the total 
debt and debt service. We are not told whether there was any domestic debt 
in addition to the international debt. There are no indications as to whether 
the Great Powers serviced the guaranteed loans when Greece defaulted and, if 
so, whether they added such sums to the claims they had against Greece. On 
several occasions the author jumps several years or even decades and leaves the 
reader uncertain as to what happened in the interim. 

On the whole the author stuck too close to his detailed materials. If he had 
filled in the gaps and adopted a wider perspective he would have produced a 
more valuable study. 

Duke University B. U. Ratcurorp 


The Economics of the Pacific Coast Petroleum Industry: Part I: Market Structure. 
By Joe 8. Bain. Berkeley: University of California Press, 1944. Pp. 221. 
$2.75. 

In the United States today, monopolistic market situations are so common 
that it has been suggested that the term “imperfect” competition be shelved for 
the more realistic expression, “normal” competition. Furthermore, monopo- 
listic forces interact in an almost infinite number of unique behavior patterns 
so that for purposes of explaining the present workings of the economic system, 
purely deductive analysis does not tell us very much. More and more, pro- 
gressive economists are ‘®cognizing that economic analysis—if it is to be mean- 
ingful—must be predicated upon empirical investigation of specific industries, 
their respective environments, and their respective institutions. Professor 
Bain’s study is an attempt to answer the challenge with respect to the petroleum 
industry in the Pacific Coast area. In the Introduction, the writer states that 
“Real economics takes place in a world of men, laws, geography, and business 
institutions. ... An examination of market structure is a necessary step in the 
development of an orderly explanation of behavior”. Yet the author does not 
reject deductive analysis as a valuable tool to price investigation. Of the purely 
“behaviorist’”’ school of industrial and market analysis, Professor Bain says, “Its 
shortcoming is that, until it adopts some unifying hypotheses, its findings prom- 
ise no more than an indefinitely long catalogue of apparently unique cases”’. 
In the reviewer’s opinion, it is the author’s thorough understanding and careful 
application of both inductive and deductive analysis which makes this an out- 
standing piece of research. 
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According to the Preface, the goal of the entire study is ‘to describe, to 
interpret, and to evaluate from the standpoint of public welfare, the economic 
behavior observed in the several interrelated markets for petroleum and its 
products within this region’. Beyond this general statement, the author ex- 
presses the hope that the study may prove illuminating and perhaps useful to 
the professional economist as a possible hypothesis for further investigation, 
either in the immediate industry or in other industrial fields. Finally, it is 
recognized that the future course of public policy can safely proceed only when 
the responsible parties are thoroughly familiar with the true relationship existing 
between market environment and market results. 

For purposes of publication, a three-fold division of the study ismade. Part 1, 
which here is reviewed, treats in detail the market structure of the Pacific Coast 
region. Part 2, which soon will appear in print, will focus attention on the 
character of competition, the nature of prices, and other relevant results of 
private enterprise operating under the existing structural pattern. Part 3, the 
reader is told, will analyze ‘‘the impact of observed price and market results 
upon the public welfare, and the merits of past and the desirable shape of future 
public policy toward the industry”’. 

Within the scope of the above-mentioned objectives, Professor Bain has made 
a fine beginning in Part 1. The analysis gets under way with a careful delinea- 
tion of the Pacific Coast market area. Of significance here is the apparent 
geographic isolation of this market sector, both from other domestic markets 
and from foreign producing and refining areas. An equally important charac- 
teristic which conditions market behavior is the high degree of concentration 
and integration present in the industry. While the number of firms at each 
operational level is large, seven major oil companies clearly dominate the market. 
In the aggregate, these seven firms control about one-half of the crude oil pro- 
duction; four-fifths of the refinery output; four-fifths of the bulk station outlets; 
and the distribution of over half of the gasoline volume through stations which 
are owned or otherwise controlled by refiners. These and other environmental 
characteristics which the author feels are germane to &h explanation of market 
and price policies constitute the focal points for the discussion in Part 1. 

The book is an excellent combination of statistical and theoretical analysis. 
And to the professional economist, it can be recommended without question. 
For teachers in the fields of economics and marketing, the study should bring a 
better understanding and appreciation of the extremely complex character of the 
business system. Undoubtedly the subject matter in Part 1 would interest 
many non-professional people, yet the average reader will find the presentation 
geared a little high for him. A case in point is the theoretical manipulation 
incident to marginal analysis. Moreover, at times the study is cumbersome, 
due to the maze c! quantitative data which is introduced, and also because of 
some unnecessary repetition of facts and findings. 

One question which suggests itself pertains to the advisability of separating 
the study into three independent publications. In appraising the relative im- 
portance of Part 1, the author says: “The delineation of market structure is not 
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primarily an end in itself, but rather an adjunct to the principal end of explaining 
observed market behavior’. Aside from the question as to whether or not 
“structure” warrants independent treatment, the author is faced with the prob- 
lem in Part 2 of determining the amount of recapitulation necessary to orient 
properly those readers who are not familiar with Part 1. 

This study is not entirely without precedent. To illustrate, the Federal Trade 
Commission published a comprehensive two-volume report in 1921, entitled: 
“Pacific Coast Petroleum Industry”. This investigation also treated the struc- 
ture of the oil industry, as well as prices and competitive conditions. Moreover, 
cursory examination of this earlier study reveals a surprising number of observa- 
tions which more or less parallel structural conditions as Professor Bain finds 
them today. In view of the value of this earlier report to an understanding of 
trends and of market dynamics in the Petroleum Industry, the reviewer is a bit 
puzzled by the author’s failure even to mention the report in a footnote or in 
the bibliography. 

In summary, Part 1 is a scholarly beginning to a very worthwhile, but difficult, 
project. The reviewer awaits with genuine interest the core analysis of market 
behavior which the author promises will soon be forthcoming. 

University of North Carolina Paut L. Brown 


The Tennessee Valley Authority: A Study in Public Administration. By C. 
Herman Pritchett. Chapel Hill: University of North Carolina Press, 1943. 
333 pages and xiii. 

Southern economists need no urging to keep abreast of the development of 
that potent Southern economic force, the Tennessee Valley Authority. TVA is 
also a great administrative force experimenting with new applications of the 
government corporation, the merit system of personnel administration, collective 
bargaining between the government and its employees, and regional co-ordina- 
tion of a variety of Federal, state, local, and private agencies in both planning 
and execution of programs. 

Professor Pritchett’s volume is subtitled, ‘A Study in Public Administration.” 
As such, it constitutes an important addition to the growing number of signifi- 
cant case studies through which political scientists are re-emphasizing the dis- 
tinctive economic, political, social, and psychological settings in which adminis- 
trative problems occur. Quite properly, therefore, this study devotes almost 
half of its pages to a review of the Congressional history of the Muscle Shoals 
problem; an analysis of the key water-control programs for navigation, flood 
control, and water retention on the land; a review of the power problems of 
generation, transmission, and that sorely beaten nag, TVA accounting; and 
finally, the more general programs of regional planning and development. 

The administrative half of the book is addressed to four major topics: the 
administrative organization of TVA, the relation of TVA to the President, 
TVA’s corporate status, and personnel administration. The feud between 
Arthur E. Morgan and David E. Lilienthal, culminating in the President’s 
removal of the former in 1938, provides dramatic illustration of the operations 








196 BOOK REVIEWS 


of the board of directors and of the extent of presidential control. Pritchett 
makes the most of such an opportunity. Throughout, however, the appraisals 
are thoughtful and judicious. For example, Pritchett doubts that TVA can be 
said to enjoy “corporate freedom’’; indeed, he insists that “‘ ‘the essential free- 
dom and elasticity of a private business corporation’ ...is, in fact, a goal to 
which a government agency cannot and should not aspire, for it is not consonant 
with the claims of public responsibility.” Similarly, though TVA is said to have 
“the most constructive and enlightened personnel program ever seen in this 
country,” Pritchett recommends that TVA eventually be brought under the 
Federal civil service system. In other words, instead of relating his analyses 
and judgments exclusively to the agency being studied, as have many less per- 
ceptive writers of case studies, Pritchett recognizes that TVA and its region are 
but segments of the whole democratic society. 

Despite the balanced final appraisal of corporate autonomy, many pages pre- 
sent questionable evidence of the advantages of such autonomy as the TVA 
enjoys. Too much of this evidence reflects on the control of the Government’s 
operating agencies by the Government’s fiscal and supply agencies, rather than 
on any problems peculiar to TVA. Surely, regular departments of the Govern- 
ment are hamstrung by the necessity for budgeting a year or more in advance, 
adhering to regulations governing procurement of equipment and supplies, sub- 
mitting to review of financial transactions by the General Accounting Office, 
and, in general, observing the standards, restrictions, and procedures established 
by Congress for protection against waste of public funds. The frustration of 
vigorous administrators by these restraints may, indeed, appear more obvious 
in the case of an agency that produces and sells a commodity like electric power. 
But the important thing is to discriminate between evidence that establishes the 
need for wholesale modification of statutes and regulations applicable uniformly 
to all operating agencies, and evidence that establishes the need for freeing a 
particular agency from the restraints to which all other operating agencies are 
and should be subject. 

Both economists and political scientists will find this volume a useful, carefully 
written guide to the problems and achievements of the country’s outstanding 
instrument for regional planning and development. 

War Production Board JAMES W. FESLER 


Curbing Inflation Through Taxation, a Symposium. New York: Tax Institute, 

1944. Pp. 261. $2.50. 

This bouk contains eighteen papers that were presented before the Tax Insti- 
tute early in February, 1944. The five major topics discussed and the subjects 
of the individual papers were extremely well chosen, with the result that the 
book possesses considerably more unity than is usually found in a symposium. 
The authors all have good qualifications for the work they have undertaken. 
Included are a number of well-known economists, some in Government employ- 
ment, and others in academic work; two or three representatives of the business 
community, and the Chairman of the Board of Governors of the Federal Reserve 
System. 
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Part One of the book, on “Earmarks of Inflation,” comprises four brief papers 
dealing with consumer spending, real estate speculation, and the inciease in the 
volume of money in the United States during the war. These chapters, which 
are largely factual and analytical, form a good introduction to the remainder of 
the book. 

Part Two consists of two papers on the inflationary possibilities of the Public 
Debt. In the first, Professor Alvin H. Hansen sets forth the views for which 
he is quite well known. In the second, Mr. James F. Hughes of Smith, Barney 
and Company, takes issue with Professor Hansen. Mr. Hughes holds that while 
credit and monetary factors are not normally the primary causes of business 
fluctuation, they are apt to be of major importance in the future. He foresees 
“ultimate catastrophe” because “the public debt is going to get political rather 
than economic handling” (p. 57). Because of the importance and the contro- 
versial nature of this topic, it is regrettable that those who planned the sym- 
posium did not devote more time and space to it. 

For the student interested in economic analysis, Part Three will be the most 
attractive section of the book. In this Part, six papers by such well-known 
authorities as Alfred G. Buehler, Roy Blough, Carl Shoup, and Seymour E. 
Harris, discuss various forms of taxation and forced loans as fiscal devices for 
curbing inflation. In these essays there is a general agreement on two points: 
first, that fiscal devices alone cannot be expected to control inflation under 
present conditions, but must serve simply as support for price and wage control 
programs; second, that pressure for increased wages is not only a strong impetus 
to rising prices, but definitely sets limits to the type and extent of taxation that 
can be used effectively to counteract inflationary forces. From the viewpoint 
of controversy over current fiscal policies in the United States, this is the most 
decidedly dated section of the book. These discussions were of great immediate 
importance when they took place late last winter. Now that the whole field 
has been gone over by the Ways and Means Committee and the new tax law 
enacted, there is little current interest in such topics as Federal Sales Taxes, 
spending taxes, and forced loans. 

Part Four is made up of four papers dealing with wartime inflation and the 
means used to control it in Russia, Italy, Canada, and England. While there 
is much helpful information in these chapters, they are not very well balanced, 
and some, especially that of Mr. George A. Tesoro on Italian experience, are 
overloaded with such a mass of fiscal detail that one does not gain a very clear 
impression of the whole movement. There is also a strong disposition among 
the authors to praise or blame in lieu of giving the reader a clear picture in broad 
strokes. To considerable extent, of course, these shortcomings are due to the 
inherent difficulties of dealing in short compass with such complicated matters. 
Decidedly the best chapter from the reader’s viewpoint is that on Canadian 
experience by Mr. A. Kenneth Eaton, tax expert of the Canadian Department 
of Finance. Without making invidious comparisons, and without introducing 
a confusing amount of detail, Mr. Eaton succeeds in showing the large degree of 
success achieved by his country. 

Part Five, like Part Two, deals with a topic that is more important than the 








198 BOOK REVIEWS 


space allotted to it, namely, the control of postwar inflation. Here again, 
however, the date of this symposium should be kept in mind. With the war in 
Europe moving at its present rapid pace, postwar problems appear much more 
immediate in August than they did in February. The leading paper in this 
section, by Chairman Eccles, adds nothing to our knowledge of his views on 
finance. Mr. Eccles maintains his complete confidence that the Federal Govern- 
ment can promote full prosperity by appropriate taxation and credit policies. 
Serene in this confidence, he is not alarmed by large debts, high taxes, or swollen 
bank deposits. In taxation he proposes the single concession of relief for the 
twice-taxed owner of corporate equities, but holds out no promise of general tax 
reduction after the war. In a brief final paper, Mr. J. W. Oliver, Secretary of 
the Linen Thread Company, makes specific suggestions for postwar tax changes. 
He would greatly reduce corporate income taxes, eliminate the double taxation 
of dividends, cut down the higher surtax rates on individuals, and abolish the 
taxation of capital gains. All these changes would serve as means of stimulating 
investment and enterprise. As to procedure in the formulation of tax policy, 
he thinks the Congress should set up an independent agency to study tax pro- 
posals and to make recommendations. Such an agency would, in his view, be 
much less susceptible to pressure groups than the Ways and Means Committee. 

On the whole, the present volume maintains the high standard that the Insti- 
tute has set for itself in the work of spreading information about taxation and 
fiscal policies. 

Davidson College C. K. Brown 


The Mining Industries, 1899-1939: A Study of Output, Employment and Produc- 
tivity. By Harold Barger and Sam H. Schurr. New York: National Bureau 
of Economic Research, Inc., 1944. Pp. xxii, 447. $3.00. 

The general nature of this comprehensive statistical report is indicated at 
once by the title and subtitle. 

The volume is divided into five main parts. The fifth part, consisting of well 
over a third of the whole number of pages, is devoted to tables of raw data and 
indexes for individual mining industries, as well as to an exposition of the multi- 
tude of small statistical problems involved in the collection of consistent data. 
The classification given by these tables is very detailed because series are shown 
for thirty-nine minerals and in many cases for several subdivisions of a mineral; 
e.g., hematite, brown ore, carbonate, etc., under the iron ore category. Physical 
rates of production and unit prices are given for each mineral and for each year 
in so far as possible from 1899 to 1939. For the earlier years there are many 
lacunae. Somewhat less completely differentiated indexes of output, employ- 
ment and productivity are also shown. 

Productivity is defined alternatively as physical output per man-hour or per 
man-day; and the authors confess that the accuracy of their productivity indexes 
is not all that could be desired because of the difficulty of procuring strictly 
comparable data for output and employment as measured by man-days or man- 
hours. Indeed, the short-run fluctuations in the productivity series do not seem 
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to be significant except in the case of the years of World War I and of the pre-war 
New Deal. At such times most of the indexes of mineral output per man-day 
suffered a sharp decline; and the most plausible explanation is that given by the 
authors; namely, that at both times there were great upsurges in unionization 
and corresponding cuts in the length of the work-day. Disregarding the divaga- 
tions just described the typical picture of labor productivity shows a gradual 
upward trend presumably associated with technological improvement and the 
demands made upon the latter by depletion of low-cost ores. The only exception 
to this general trend appears to be anthracite coal, wherein productivity was 
downward from 1899 to 1929. 

The composite indexes of output are constructed by first applying Edgeworth’s 
formula with a moving base, then chaining these link-relatives to form a fixed 
base index. Certain corrections are applied to adjust for any “bias” introduced 
by the chaining process. By virtue of the formula employed the output indexes 
may be regarded as measures of either (1) relative variation in physical output 
“weighted” by average prices in any two years, or (2) relative variation in the 
value of the output measured in terms of constant prices. 

Part One of the volume gives the composite data for all mining and for the 
grand divisions thereof, together with a discussion of the tables showing employ- 
ment and output by these grand divisions. The composite results are shown 
to be quite dissimilar when petroleum is excluded from the grand total on the 
one hand and when it is included on the other. 

Part Two offers a history of mining methods in the several grand divisions. 

The causes of increased productivity are discussed in Part Three. 

A summary and conclusions find their natural place in Part Four, of which the 
quintessence runs to this effect: “Few if any American mining industries are 
confronted by total exhaustion in the foreseeable future. The primary problem 
... [is] to counteract deterioration in quality that would lead to augmented 
costs... .It is unwise to assume that the effect of this [deterioration] will be 
overcome as easily in the future as in the past.” 

University of Florida Montcomery D. ANDERSON 


Management in Russian Industry and Agriculture. By Gregory Bienstock, 
Solomon M. Schwarz and Aaron Yugow. Edited by Arthur Feiler and Jacob 
Marschak. London, New York, Toronto: Oxford University Press, 1944. 
Pp. xxxii, 198. $3.00. 

The development of the power of Soviet Russia to a point where in the post- 
war world she will be one of no more than three great powers may well prove to 
have been the most important single event in this century. Consequently, 
every additional bit of information which we can obtain about the functioning 
of the Soviet economy is of the utmost importance to economists. This book 
does definitely add to our store of useful information. This is true in spite of 
the fact that none of the authors has apparently been in Russia since 1922. This 
circumstance is stated in the introduction and it is made perfectly clear that the 
book is written from documentary sources rather than from personal observation. 
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Recognizing the limitations which arise from this lack of personal observation, 
the authors have chosen to discuss not primarily how well or illy the Soviet 
economy has operated but instead the whole subject matter of the book is 
intended to be a discussion and analysis of the organization, management and 
methods of functioning of the Soviet economy. 

In spite of the intention to make the book deal with this subject matter and 
to avoid value judgments, the authors have not always been able to carry out 
this resolve. It is natural that this should be so and it does not detract mate- 
rially from the value of the work. Closely associated with this value judgment, 
indeed, are some of the most usefu! and significant passages in the book. The 
discussion of plant managers by Schwarz is particularly in point in this connec- 
tion. Referring to the new type of young Communist manager, he says “They 
accepted as natural the fact that industrialization and rearmament were duly 
paid for, that the bulk of the toiling masses remained in dire want. They were 
educated to the idea that a society with a developed industry and without a 
capitalist class corresponds ipso facto to the ideal of a ‘classless society,’ and that 
to strive for social equality would be mere ‘petty bourgeois leveling.’ The 
interest of the new men was less in social problems than in a strong state to 
build a national economy.” Schwarz paints a picture of the development of a 
new class society based upon the managing classes. 

The book is divided into two parts. The first part is “Management in Indus- 
try.” This in turn is subdivided into a discussion of (I.) Organs of Industrial 
Management; (II.) Industrial Management and the Communist Party; (III.) 
Management and Employees; (IV.) The Planning of Industrial Production; 
(V.) Procurement and Sale; (VI.) Output, Cost, Profit, Price; (VII.) Control by 
the Rouble; (VIII.) Incentives; ([X.) Plant Managers. Part II is concerned 
with the “Management of Collective Farms,” likewise with a series of subdivi- 
sions under this head. In spite of the lack of access to much pertinent data 
from which this book, like any other book on Russia, must suffer, it is a very 
useful contribution to the economic literature in English dealing with the subject. 

Duke University Catvin B. Hoover 


Comparative Economic Systems. By Ralph H. Blodgett. New York: The Mac- 
millan Co., 1944. Pp. xi, 845. $4.00. 

Professor Blodgett’s book on Comparative Economic Systems is intended pri- 
marily to serve as & text-book for college and university courses in the subject. 
It is likely that economists will agree that today study and comparison of various 
economic systems is vitally important, that ‘differences between national econ- 
omies played a significant role in producing the Second World War . . .” and that 
“an understanding of them will be necessary to the construction of a lasting 
peace.” Such study also provides a new vantage ground for examination of 
“general economics,” and brings out the relative value of economic “principles,” 
especially with regard to their permanent validity. 

When an author introduces his contribution to a field in which a number of 
text-books are already available, he usually deems it necessary to explain that 
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his added unit has considerable utility. Professor Blodgett is no exception. 
He says “the approach . . . in the present volume is distinctive.”” The material 
is organized by economic topics rather than by economic systems. Various 
phases of economic life, such as the organization of production, the distribution 
of income, and international trade are discussed ‘‘in relation to capitalism (with 
the United States as the leading example), theoretical socialism, theoretical 
communism, and the actually-operating economies of Soviet Russia, Fascist 
Italy and National Socialist Germany.” Part II of the book (pages 663 to 800) 
is devoted to a separate discussion of Marxian Socialism. It is claimed that the 
topical method of approach has several advantages. The treatment emphasizes 
similarities and differences between the systems. It helps to ensure a thorough 
and well-balanced discussion which treats each economic phase in each system 
rather than emphasizing only its most striking features and policies. Also, the 
topical method “makes it possible more readily to emphasize economic principles 
and economic theory in the discussion of economic systems.” Finally, Professor 
Blodgett is concerned that when using a text which analyzes one economic 
system after another “students are likely to forget much of what they have read 
concerning earlier economic systems by the time they reach [those] which are 
treated later in the book.” 

This reviewer agrees with some of these claims for the usefulness of the topical 
treatment. Granted the validity of the method as a tool of analysis, tribute 
can be paid to the author’s handling of his sources and to his success in the 
difficult job of their co-ordination. As an example of excellent topical treatment 
one may cite the discussion of price control in Germany, which so clearly brings 
out the problems of price control in any mixed economy where the means of 
production, distribution and exchange have not been wholly taken over by the 
state. Another strong point in favor of Professor Blodgett’s approach is his 
success in relating general economic theory to discussion of various economic 
systems. Few teachers will complain that his recapitulation of principles is 
redundant: it is all to the good that the student should re-examine them with 
the critical attitude suggested by the operation of economic systems which have 
a variety of institutional patterns. 

Nevertheless, in spite of many excellencies of the book, this reviewer is im- 
pelled to record a fundamental disagreement with Mr. Blodgett’s method in 
relying so exclusively on a topical treatment of his subject. Throughout, there 
seems to be a crying need for an historical or integrated approach which will 
emphasize both the development of each economic system and the inter-relation 
of its various phases. Only a small part of this need is met by the chapters on 
evaluation of the various economies. For the topical method has grave dis- 
advantages—disadvantages which seem particularly important in connection 
with this subject. To illustrate—is there not serious distortion of the picture 
in treating some aspects of the status of labor in the U.S.S.R., in Italy and Ger- 
many separately from the organization of production? Is not the peculiar status 
of trade unions closely tied up with the institutions of productive enterprise? 
Also, while we would agree that the topical treatment helps to secure a balanced 
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discussion of each phase of the various economies, it does not ensure that all 
economies are treated as of the same period, nor emphasize the fact that econo- 
mies in very different stages of development may have had to respond to similar 
historical circumstances. Again to illustrate from the topic the status of labor, 
there is considerable discussion of the war period in the totalitarian countries, 
none of the war period in the United States. In general, it would seem that all 
present-day economic systems—in which the relation of the state to economic 
activities and institutions is so vital a point—can be understood only if an inte- 
grated picture is seen in historical perspective. Without such perspective, there 
is danger that results may be attributed to economic causes or to a particular 
economic system which are actually the results of a set of historical circum- 
stances. Such a danger appears in the following statement taken from page 657 
of Professor Blodgett’s book: “If we could approve the national objectives of 
fascism, we might say that the fascist system of leaving the risks and responsi- 
bilities of operating economic enterprises to private individuals ... might pro- 
duce better results on the whole than the Russian system of outright govern- 
mental ownership and operation.”” Can such comparison be valid unless the 
different historical and traditional backgrounds are taken into consideration? 

While Mr. Blodgett undoubtedly recognizes both the importance of historical 
development and the difficulties of separating economic from political institu- 
tions, especially in the totalitarian states, it would seem that his treatment does 
not give the student enough guidance in these directions. On the other hand, 
in introducing Part II of the book which deals with Marzian Socialism as a 
separate topic, the author felt “that a book on comparative economic systems 
would not be considered complete if it failed to present this subject.”” Perhaps 
not. But this raises two points in the mind of the reviewer. The section on 
Marx—though excellent in itself—seems un-integrated with the rest of the book. 
Secondly, unless Marxian doctrine is treated in connection with the historical 
development of socialism and communism, and since one hopes that no teacher 
expects students to rely on any one text-book for ‘“‘complete” treatment of all 
phases of the subject, it would seem preferable to omit this section—or make it 
into a separate book. 

These criticisms of the topical method of treatment do not imply that it 
should not be used: they constitute a plea that the subject should not be treated 
by this method alone. The reviewer has every intention of introducing Mr. 
Blodgett’s book in a course in Current Economic Tendencies, but will use it in 
combination with integrated pictures of the economies studied and with histori- 
cal treatment of their development. As examples of material complementary 
to that in the volume under review, one thinks of Eugene Staley’s World Economy 
in Transition and of the historical and geographical chapters in W. H. Chamber- 
lin’s Soviet Russia. 

Finally, this reviewer would like to congratulate Mr. Blodgett on the objec- 
tivity of his discussion of the various economic systems. As usual, his work 
shows patient scholarship and command of his material. He writes fluently and 
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with a sense of humor and proportion. On all these grounds, his book may be 
recommended to both teacher and student. 


Sweet Briar College Guiapys Boone 


Post-War Monetary Plans and Other Essays. By John H. Williams. New York: 

Alfred A. Knopf, 1944. Pp. xxxii, 297. $2.50. 

Here is an interesting and timely book whose subject is one of the most impor- 
tant international economic problems of the day-—international monetary sta- 
bilization. The volume brings together the writings of one of our leading 
economists in the field of international finance. 

In April 1943, the White and Keynes plans for monetary stabilization were 
published by the American and British treasuries. On April 21, 1944, Secretary 
Morgenthau released the draft of a compromise plan which had been agreed upon 
by the technical experts of the several United Nations. About five weeks later, 
the President of the United States called an international monetary conference 
to meet at Bretton Woods, New Hampshire. It is this recurrence of interest 
in international monetary problems that occasioned Dr. Williams to prepare this 
volume. 

The book is divided into three parts. Part I deals with post-war monetary 
plans. There are three essays in this section prefaced by a discussion of the 
joint monetary plan. It includes the author’s paper on the “Keynes and White 
plans” and his essay on “The American and British Attitude’, both of which 
appeared in Foreign Affairs; the first, in July, 1943, and the second in January, 
1944. A reproduction of the writer’s informative address on Post-War Mon- 
etary Plans, which he delivered before the American Economic Association last 
January, completes this section. The address was published in the March issue 
of the Proceedings. 

The book was published too soon to include an analysis of the final agreement 
at Bretton Woods, but this agreement was substantially the same as the “Joint 
Statement by Experts” released last April. This volume does include comments 
by Dr. Williams relating to the joint statement as well as a reproduction of it 
in the Appendix, along with the Keynes and White Plans. He feels that much 
more use should be made of exchange control and of exchange-rate variability 
especially during the transition period. He states further that more provisions 
for placing restrictions on the debtors to the fund should be incorporated so that 
the creditor will not be disproportionately responsible for making the adjustment. 

In Part I, Dr. Williams raises and answers several questions with respect to 
the post-war monetary plans. “Is it wise to attempt to deal with the problems 
of the transition period from war to peace and with longer-run currency stabili- 
zation under a single plan?” ‘Could the longer-run stabilization be best effected 
by the adoption of an overall plan like the Keynesian clearing union or the 
White Stabilization Fund or by a more gradual ‘key countries’ approach, begin- 
ning with the dollar-sterling rate and tying in, as circumstances warrant, the 
other currencies significant for international trade?”’ Those who are enthusi- 
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astic about the current post-war monetary plan may be tempered by Dr. Wil- 
liams’ discussion of these questions. He writes: “It seems a most important 
question whether if we had gone at the problem of the transition period in a 
different fashion, we would today be considering this approach to the longer-run 
problem. We would be studying the concrete questions of relief, reconstruction, 
and war balances and counting primarily upon exchange controls to keep cur- 
rencies stable until these problems had been solved”. He fails, however, to tell 
us how to solve these problems. He then says that later, when conditions be- 
come normal and exchange controls can be relaxed, will be the time to consider 
currency stabilization, first by stabilizing the leading currencies, followed by 
stabilization of the lesser currencies dependent on them. The author writes: 
“Both the method and the timing would have been better, in my judgment, 
than in the present case’’. 

The “key countries’ plan which Dr. Williams offers as an alternative to the 
official plans is “‘closer in conception than either the Keynes or the White plan 
to the way the gold standard actuaily worked around England as the central 
country in the nineteenth century’. He says, however, that the White and 
Keynes plans are more like the “text-book type of gold standard”, which is 
supposed to bring about monetary stability by compensatory action of any 
countries with equal economic weight. The main difference, he says, is ‘in the 
conception of how trade and finance are organized in the world and the impor- 
tance of stabilizing the truly international currencies whose behavior dominates 
and determines what happens to all others”. Dr. Williams suggests that sta- 
bilization of the important currencies with respect to one another coupled with 
the effort of leading countries to bring about internal stability would be the best 
basis for international economic and monetary stability. 

Part II deals with domestic fiscal and monetary policy. The author maintains 
throughout the volume that the solution to the problem of international mon- 
etary stabilization depends largely upon a high level of production and income 
in the principal countries. The purpose of including these papers on domestic 
policy is to give at least some attention to this aspect of the problem of economic 
stability. The papers included in this section are ‘‘Deficit Spending”’, ‘‘Impli- 
cation of Fiscal Policy for Monetary Policy and the Banking System”’, and ‘The 
Banking Act of 1935”. These papers are published in the American Economic 
Reviews of 1941, 1942, and 1936, respectively. They may serve to temper those 
who look upon deficit spending as a sole cure for our economic ills. 

Part III is made up of the writer’s earlier essays on international trade and 
monetary problems. Included are: ‘“The Theory of International Trade Recon- 
sidered’’, ‘“The Crises of the Gold Standard’’, ‘The World’s Monetary Dilemma, 
Internal versus External Stability”, ‘International Monetary Organization and 
Policy”. These articles date back as far as June, 1929. They contain descrip- 
tion and analysis familiar to most economists. The value of including them in 
this volume, as the author puts it, is that they “indicate the background of my 
present thinking about the problem (international currency stabilization) and 
may help give perspective to readers following the current discussions of it’’. 
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The book is clearly written for a subject so complicated. It is couched in as 
non-technical language as possible and never leaves fundamental economics. 
The reviewer is left puzzled, however, about certain points, for the author never 
makes clear the standard for determining key-countries, nor does he explain why 
exchange stability of small countries is unimportant. It is impossible to appraise 
fairly, in the space allotted to this review, Dr. Williams’ objections to the present 
plan or to criticize his counter plan. In the opinion of this reviewer, however, 
the current plan, although it has some defects, does have out-weighing merits 
and has put us further along the path toward international monetary stabiliza- 
tion than we would have been without it. 
University of North Carolina Rosert Irwin Mesr 


Canada’s Financial System in War. By Benjamin H. Higgins. New York: 

National Bureau of Economic Research, 1944. Pp. 82. $0.50. Paper. 

This is another of the excellent pamphlets published by the National Bureau 
of Economic Research in the Series “Our Economy in War.” These pamphlets 
provide much current information on crucial phases of the war effort together 
with significant comparisons and sound appraisals. 

In this pamphlet Professor Higgins surveys briefly the way in which Canada 
has managed her finances in this war and compares developments with those 
in the United States in this war and those of Canada in World War I. Briefly 
he finds that financial management this time is far better than in the first war 
and that Canada has done somewhat better than the United States in this war. 
In particular he shows: that Canada has financed a larger proportion of her 
expenditures from taxes than have we; that she has sold a larger proportion of 
her bonds to individuals and a smaller proportion to banks; that she has done a 
better job of keeping prices down, although she did not institute an extensive 
system of price control until December, 1941; that the taxation of excess and war 
profits has been more effective in Canada than in the United States. 

Although Canada has achieved somewhat better results, the main line of 
developments and most of the important techniques are remarkably similar in 
the two countries. That, together with the similarity of the two economies, is the 
justification for the publication of this pamphlet in the present series. 

Duke University B. U. RatcHrorp 
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ALABAMA 


Business activity in Alabama continues at about the same level as last year. 
Building construction and cement production, as might be supposed, have de- 
clined drastically. Cotton manufacture and fertilizer sales have declined about 
10 per cent each, while coal production has increased about 15 per cent. Other 
indexes showing slight gains are: electric energy consumption, bank debits, 
department. store sales and retail sales. The most persistent gains have been 
made in the sales categories rather than in those of production. Even gasoline 
sales are greater than they were in 1937, or in the first half of 1940. The can- 
cellation of a few war contracts and the discontinuance or curtailment of army 
training in many areas has as yet caused no serious dislocation that can be 
measured statistically. 

The surplus in the Treasury of the State has continued to grow throughout 
the war period. The amount of over $30,000,000 has led to many plans for its 
proper use. In this amount there is enough in the income tax fund to redeem 
the $11,500,000 outstanding in income tax bonds, enough in the general fund to 
pay off the old carpet-bag bonds in the amount of $8,500,000, and almost enough 
in the educational trust fund to pay off the school debt in the State of nearly 
$15,000,000. However, other planners envisage different uses, such as increas- 
ing the present 34 per cent payment made in matching a like contribution from 
teachers and faculty members for the purpose of maintaining the teacher retire- 
ment plan. A new state office building, new school buildings, roads and bridges 
are also advocated by others as soon as the war is over. 

It seemed for a while that a test case for the Supreme Court was in the making. 
Alabama’s new Bradford Act prohibits the compelling of workers to join a 
union. The discharge of workers who refused to pay membership dues after 
the expiration of a contract containing the usual maintenance-of-membership 
clause was asserted to be a violation of this act. The WLB ruled that only 
back dues must be collected, that the Alabama statute permitting workers to 
discontinue their membership in a union upon the termination of a contract 
would not be overridden by a WLB order enforcing a labor contract. 

The classic paint brush case has again become the cause of labor troubles. 
Union workers in Mobile have refused to continue applying the flat coating of 
paint with a six-inch brush. The painters now insist on using a four-inch brush, 
arguing that it would take longer and therefore make work for returning service 
men. 

Signs are evident that business is actively laying plans for the post war period. 
A merger is announced of Liberty National Life Insurance Company and the 
Brown-Service Insurance Company, the latter being one of the largest funeral 
insurance firms in the world. This merger will create the tenth largest life 
indemnity concern in the amount of weekly premium insurance in force in the 
United States. It is also announced that the Greyhound Bus Line in Birming- 
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ham is considering the purchase of additional space in the rear of its terminal 
for use as a helicopter landing area. The chambers of commerce are making 
facilities available for assisting small business to get started after the war. It is 
believed that nothing could be of greater benefit to the future progress of the 
state than to provide a large number of small, locally owned business enterprises. 
Finally, it is announced that $345,000 has been pledged to prosecute a continuing 
program of expert study of the industrial resources of the State. 
University of Alabama E. H. ANDERSON 


FLORIDA 


Business activity in Florida has continued at a high level during the first six 
months of 1944. Bank debits for the six reporting cities of the state were, on 
the average, 27 per cent greater in the first half of 1944 than in the first half of 
1943, whereas debits were only 17 per cent greater in the Sixth Federal Reserve 
District, and 15 per cent greater in the whole country. Indexes of department 
store sales in Jacksonville and Tampa continue well above the index for the 
Sixth District; the Miami index, on the other hand, is still below the Sixth Dis- 
trict figure, a relationship which has existed for several years, ever since the 
freely spending tourist has been partly excluded from Miami’s hotels by the 
taking over of many of them for the use of the armed forces. The index of 
construction contracts for Florida averaged 127 (1935-39 being the tase) during 
the first six months of this year, compared with an average index of 99 for the 
Sixth District. 

A record volume of revenue was produced by the several state taxes during 
the fiscal year ended June 30th. Taxes on horse and dog racing and jai alai 
amounted to $6,775,000 as compared with a very small sum in the preceding 
year, when horse racing was banned. The beverage tax (beer, wine and whiskey) 
produced $8,471,546 during the fiscal year, nearly 11 per cent more than in the 
preceding year. Heavy imports of rum from Caribbean countries are said to 
account in part for the increased receipts. A three-cent tax on cigarettes, levied 
by the 1943 Legislature, brought in $5,922,661 of revenue as compared with an 
anticipated return of $3,500,000. 

Because the horse racing and cigarette taxes were bringing in much more 
revenue than had been appropriated by the Legislature for the public schools 
and old-age assistance (for whose support the two taxes were primarily levied), 
the governor announced in the spring that he would call a special session of the 
Legislature, after the primary elections, to consider increased appropriations. 
After the primaries were held, a program was drawn up for the special session, 
providing for increased funds for the schools and the aged, the setting aside of 
a fund for postwar construction of badly needed buildings at State institutions, 
and other matters. However, the governor announced that two-thirds of the 
legislators would have to sign an agreement to pass this program, before he would 
issue the call for a special session. Members of the Senate subsequently held a 
caucus in which the governor’s program was emphatically rejected, and a sub- 
stitute program was proposed. The governor rejected the substitute and in- 
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sisted upon agreement to his original program. Consequently, there is little 
likelihood of a special session. However, means have been found to increase 
the current payments to the aged, and several legislators have given assurance 
that next year’s regular session will make increased appropriations for schools, 
retroactive to the beginning of the school year which opens this fall. 

Florida growers are expected to receive over $275,000,000 for their 1943-44 
production of fruits and vegetables. This will be a gain of more than 15 per cent 
over the previous crop year. The state’s citrus crop returned approximately 
$125,000,000 or 29 per cent more than a year ago. Increased production of 
citrus (80,600,000 boxes, an all-time record for Florida, and 13,900,000 boxes 
more than was produced in California) accounted for most of the increase in 
returns from the crop; but somewhat higher prices were at least partially offset 
by higher labor and handling costs. The tobacco crop began to move through 
the two auction markets at Live Oak and Lake City on August 1. Opening of 
these markets, as well as those in Georgia, was delayed a week while representa- 
tives of the growers and warehousemen of the two states negotiated with OPA 
officials in Washington to secure an increase of two cents per pound on the ceiling 
prices of ungraded-untied and graded-tied tobacco. These negotiations were 
unsuccessful. 

The drilling and production of oil, and several suits concerning the validity 
of leases granted by the State, have mantained public interest in the possibility 
that Florida may become an important producer of petroleum. Actual produc- 
tion of oil continues at the rate of about 35 barrels a day from one well, that of 
the Humble Oil Company at Sunniland, brought in last October. The same 
company is drilling three other wells, one of which has reached a depth of 12,873 
feet (1,260 feet deeper than the well now producing) without promising results, 
Three or four other companies are also engaged in sinking wells. State officials 
have ruled that oil is being produced in commercial quantities at Sunniland, and 
the Humble Oil Company has therefore been awarded $50,000 cash and free oil 
leases on 40,000 acres of land, a reward offered by the State for the first commer- 
cial oil well. The Humble Company has promised to divide the $50,000 cash 
reward between the University of Florida and the Florida State College for 
Women, to be used for scholarship funds, and has already advanced $5,000 to 
each institution, pending receipt of the reward from the State. 

There are some 10,000,000 acres of State-owned land in Florida. Leases have 
been made, and others are pending, for the oil rights on portions of this acreage. 
The validity of leases for 102,000 acres of Everglades land and for 660,000 acres 
of lake bottoms have been questioned in suits brought by the Attorney-General. 
Lower courts have upheld the validity of the leases. The lease of the Ever- 
glades acreage involved the land on which the Humble Company has discovered 
oil and is drilling added wells. The lease of 660,000 acres of lake bottom was 
made to Arnold Oil Explorations, Inc., a company which is negotiating for the 
lease of over 3,000,000 acres of State-owned submerged land along the Gulf coast. 
University of Florida Harwoop B. DoLBEARE 
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GEORGIA 


Cason J. Callaway, widely known Georgia industrialist and scientific farmer, 
has presented what many feel is a real challenge to leaders throughout the South 
in his plan for Georgia agriculture. In his own words, Mr. Callaway’s proposal 
is to “form 100 corporations, covering as much of the state as possible. Each 
corporation will have seven stockholders, each of whom will put up $1000. 
Each corporation will elect a president, secretary, treasurer, etc., and each cor- 
poration will employ a farmer and buy 100 acres of land. This land will cost 
an average of $30 an acre, or $3000. The remaining $4000 of investment will be 
spent just as rapidly as the work may be done, in building up the land, making it 
cost on the average $70 an acre instead of $30. 

“After the land has been built up, each corporation is to borrow not more 
than $3,000 from the bank, for current inventory, cows, machinery on hand, 
etc. These 100 farms are to be bought as soon as practical, but prior to Janu- 
ary 1, 1945.” 

Under the plan, the exact manner of building up the land will be left to the 
individual corporations, because of variations in conditions and possibilities fram 
section to section. All of the corporations will have the co-operation and advice 
of both state and Federal agricultural agencies in this work. 

On the basis of his experiments on his own Blue Springs Farm, Mr. Callaway 
suggested, as examples, putting in such permanent crops as scuppernong grapes 
or blueberries. These need be planted only once and bring in a good return. 
Also, according to Mr. Callaway, even as much as one hundred thousand acres 
of grapes would not flood the market, but might even improve it by bringing the 
processing plants close by. The need for adequately improved pasture land was 
also stressed. 

In presenting his plan, Mr. Callaway stated what he considers four basic 
steps in the solution of Georgia’s agricultural problem, namely, soil improve- 
ment, long term commercial credit, use of machinery to work our crops and 
processing plants near our farms. His farm corporation plan was submitted as 
a “practical, earthy, common-sense plan” toward achieving particularly the first 
of these goals. The former textile executive said that he was ready to devote 
the neceesary time and energy to his program for the next three years and that 
he earnestly hoped that the best leadership in the state, in all walks of life, would 
be ready to serve as the 700 stockholders in the 100 corporations. He said that 
the full co-operation of the agricultural agencies of the University System of 
Georgia and of the Soil Conservation Service was assured for this problem, and 
that full time experts would be assigned to aid the 100 corporations. 

At the time of writing, the plan had elicited widespread interest, and had been 
presented to agricultural leaders in both houses of Congress and the Department 
of Agriculture by Senator Russell and Representative Ramspeck. A sufficient 
number of the corporations have been formed, including twelve in Fulton and 
Troup counties alone, to assure a practical testing of the plan, and its outcome 
should be of interest to economists and others throughout the South. 
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Georgia shared in more than $300,000,000 of the 11 billion dollars worth of 
facilities constructed by the War Department between the fall of France in 1940 
and D-day, according to figures released by the United States Army Corps of 
Engineers. Projects within Georgia included 21 airfields, eight cantonments, 
four Army Service Forces and Ordnance Depots, and four general hospitals. 
The largest single Army construction project within the state is the $50,000,000 
Bell Bomber Plant at Marietta although the total cost of the airfields built 
during this period is $159,500,000. Three of these, Warren Robbins Field at 
Macon, Hunter Field at Savannah and Moody Field at Valdosta, cost in excess 
of $10,000,000 each. The construction of $106,000,000 worth of cantonments 
includes 33,000,000 in rehabilitation and additions to Fort Benning at Colum- 
bus, and three new camps costing more than $10,000,000 each; Wheeler at 
Macon, Gordon at Augusta and Stewart at Savannah. The cost of the four 
general hospitals located in Georgia has exceeded $14,000,000, while some 
$28,000,000 worth of construction has been applied to the Army Service Forces 
and Ordnance Depots. 
Emory University ALBERT GRIFFIN 


KENTUCKY 


The only important legislation needed to effectuate the Kentucky state budget 
for the two years beginning July 1, 1944 was the general appropriation bill. 
In the regular session of the General Assembly, the Governor’s supporters in the 
House of Representatives killed the measure which would have made appropria- 
tions for nearly all the agencies of the state (National Municipal Review, May, 
1944, p. 253). Without further action with respect to general appropriations, 
the regular session was adjourned. 

The Governor announced almost immediately that he would call a session to 
make appropriations for the support of education but that he would restrict the 
call to prevent other appropriations. After most of the school contracts for the 
ensuing year had been made, an extraordinary session was convened to provide 
for the support of common schools alone. After much delay and considerable 
dispute between the General Assembly and the Governor—most of it not un- 
seemly—the legislature unanimously passed a comprehensive appropriation 
measure providing more money by far than any previous administration has 
enjoyed and making it available on more favorable terms than has been cus- 
tomary during the two preceding administrations. Members were willing to 
risk having the appropriation declared unconstitutional as involving subject 
matter outside the scope of the Governor’s call rather than pass a bill relating to 
elementary and secondary education alone. 

In the light of the legislature’s unopposed action, the Governor immediately 
convened a second special session which in four days enacted an identical bill 
with a repealer of the first one. Thus the question regarding constitutionality 
was seemingly disposed of. The final action was unanimous in the Senate and 
opposed by only one member of the House. 

Kentuckians interested in sound budget practice and accustomed for some 
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years to see the general appropriation bill passed under executive leadership 
early in the regular session are much concerned. Although there is a marked 
increase in the amount of money appropriated, there is little or no opposition 
to the appropriations actually made. There are, however, misgivings regarding 
the method by which the action has been taken in that, in a fundamental sense, 
provision for the support of governmental activities has been enacted in the face 
of gubernatorial opposition. 

At the regular 1944 session of the Kentucky General Assembly, one of the 
stock resolutions relating to the limitation of the Federal taxing power was 
passed. Shortly afterward, the allegation that passage had been secured by 
fraud was freely discussed. At the recent extraordinary session, the House of 
Representatives passed by an overwhelming majority another resolution repudi- 
ating the original and declaring that there had been a misunderstanding regarding 
the subject matter. 

University of Kentucky James W. Martin 


NORTH CAROLINA 


There seemed not to be a general trend of business activity in North Carolina 
during the second quarter of 1944. A very serious drought existed in most of 
the state and threatened to cause important dislocations in the various crop 
plans for the year. Bank deposits in the 9 largest cities increased during both 
May and June and were well above those of 1943 for the same period. Whole- 
sale trade declined in April, rose slightly in May but fell off in June again, and 
produced a general downward tendency for the period. Retail trade increased 
in all three months. Contract awards declined in all three months. Total 
employment continued the downward trend started in February. 


* * * * * 


It is too early to be able to determine cash farm income at this time. How- 
ever, as a result of the drought, tight farm labor conditions, and insufficient farm 
machinery it seems probable that farm income will be materially lessened this 
year if prices do not rise to take care of dislocations in production factors. The 
Crop Reporting Division of the State Department of Agriculture has predicted 
an increase in the apple, peach, wheat, oat, and barley crops, and a decrease in 
the corn, hay, sweet and Irish potato crops. Present indications are that there 
are more acres devoted to tobacco but that the yield per acre will decrease as 
compared with last year. The final result of these counter trends will probably 
be a slight increase in the number of pounds of tobacco. The early marketing 
statistics indicate that average prices will be above those of last year. There 
will probably be a decrease in the cotton crop due to a decrease in both acreage 
and yield. The livestock production, which was the most dynamic farm product 
last year, is in a very serious condition at this time. Shortage of labor and 
especially of feed crops is forcing early marketing and depletion of herds which 
will have undesirable effects not only on this year’s cash farm income but on the 
succeeding few years. This is true of both beef and pork and also of poultry 
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to a certain extent. A tendency is becoming fairly defined for North Carolina 
farmers to use a larger proportion of their annual crops on the farm rather than 
market it. 


* * * * * 


The bright spot in industrial production was in the tobacco manufacturing 
industry. The industry got its stride after having labor difficulties in the first 
quarter and showed an increase in volume produced in each month of the period. 
Cotton textiles had a less favorable experience. Manpower shortage is the most 
critical problem in this industry. The War Manpower Commission tried to 
relieve the situation recently by allowing a 48 hour week but the effect could 
not be seen during the period. Total production declined during April, rose 
slightly during June, but declined during July and was well under the mark for 
the first six months of the year as compared with the same period of 1943. The 
rayon industry’s experience paralleled that of the cotton textile industry and 
for the same reason. 


* * * * * 


The Department of Labor has not released the data for the month of June at 
this time but the condition of labor did not present too favorable a picture as 
of the close of May. Total employment in both manufacturing and non-manu- 
facturing industries continued the decline which started during the first quarter 
of the year. Total payrolls were also down for this period. Average weekly 
earnings increased in both April and May. In the former it was due to a rela- 
tively large increase in average hourly rates and a small decline in average hours 
per week worked. During May it was due to a larger increase in hours and a 
slight decrease in hourly rates. Manufacturing industries showed a decrease 
both months in employment. Payrolls remained about the same. Average 
weekly earnings increased in both months. Average hours remained about the 
same but average hourly rates had a sizable increase. The number and percent 
of women workers increased during both months. Child labor has continued to 
increase in each of the last five months, reaching a new high in May. This is 
of course largely due to the school vacation period and the increase in the demand 
for labor of any kind. 


* * * * * 


The State completed the most successful year in its financial history on June 30 
of this year. It had substantial increases in all of its three revenue divisions, 
the General Fund, the Highway Fund, and the Department of Motor Vehicles. 
The General Fund received a total of $78,182,563.16, an increase of 9.09 per- 
cent over 1943. The Highway Fund received $33,069,294.88, an increase of 
4.08 percent. The Division of Motor Vehicles collected $11,064,605.94, an 
increase of 7.07 percent. The three largest single sources in the General Fund 
were the Income Tax $36,557,319.93, the Sales Tax $19,674,844.94, and the 
Franchise Tax $10,693,299.99. The Gasoline Tax was $22,004,688.94 and the 
Automobile License Tax was $8,710,892.10. These last two taxes are in the 
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Highway Fund and The Division of Motor Vehicles respectively. As a matter 
of popular interest the Beverage Tax might be mentioned. It returned the state 
$4,489,226.52 and was a decrease from 1943. 
North Carolina State College T. W. Woop 
University of North Carolina 


SOUTH CAROLINA 


There has been some decline in industrial activity, especially in textile manu- 
facturing which is the largest manufacturing industry in the state. A total of 
1,019,000 bales was spun by local mills during the first six months of 1944 or 
7 percent less than during the first six months of 1943. Consumption by local 
mills during the first half of the year, however, was 53 per cent larger than during 
the first half of 1941. Lack of skilled labor is the reason most frequently given 
as the major cause of the reduction in the number of bales spun into yarn. 


* * * * * 


An increase in incomes of individuals and corporations during the past year 
is evidenced by increased state income tax collections. A total of $14,168,000 
was collected in the form of state income tax during the fiscal year ending 
June 30, 1944 as compared with $12,472,000 for the previous fiscal year (income 
tax rate same for both periods). The gasoline tax ranked next to the income 
tax in importance, accounting for $11,871,000-for the fiscal year 1943-44 and 
$11,309,000 for the previous fiscal year. The only important items showing 
decreases were taxes on liquor, beer and wine. Income from the alcoholic liquor 
tax declined from $4,769,000 to $3,773,000 and the beer and wine tax decreased 
from $2,305,000 to $2,042,000. The slight increase in income from the gasoline 
tax was the result of increased sales, while the decrease from taxes on liquor, 
beer and wine was due to the smaller amount available for sale. Total tax 
collections by the South Carolina Tax Commission for the fiscal year ending 
June 30, 1944 amounted to $43,244,000, as compared with $41,736,000 for the 
fiscal year ending June 30, 1943. Tax collections by the Insurance Department 
showed an increase over the previous year. 


* * * * * 


Tax collections by the Federal Government in the state during the fiscal year 
1943-44 totaled $173,709,000 as compared with $105,674,000 during the fiscal 
year 1942-43. Income taxes accounted for $158,250,000 of the total for the 
fiscal year 1943-44 and $91,777,000 for the fiscal year 1942-43. Part of the 
increase in total tax collections was due to increased incomes and part was due 
to higher taxes and the addition of new taxes. 


* * * * * 
Weather conditions in the spring were unfavorable for truck crops and per 
acre yields of commercial Irish potatoes and cabbage were less than half as large 


as a year earlier or the ten-year average 1933-42. Other truck crops suffered 
less severely and fair yields were harvested. The late freeze in the spring 
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affected peach production in the important Spartanburg area less severely than 
in other parts of the state, and while total production is only about one half as 
large as it would have been if ideal weather conditions had prevailed, a crop 
exceeding the ten-year average 1933-42 is being produced. The cold, wet 
weather, which extended much farther into the spring than is normally to be 
expected, would have been less seriously felt had there not been a labor shortage. 
As a result of unfavorable working conditions in face of a shortage of labor, the 
planted acreages of major crops are smaller than they would have been had 
normal conditions prevailed. The acreage of cotton, corn, and peanuts is less 
than in 1943. Because of the relative profitableness of tobacco during the last 
few seasons, farmers made an attempt to take advantage of their larger acreage 
allotments and did increase the acreage but the increase is probably less than it 
would have been with normal weather conditions. 

* * * x * 


Adverse conditions faced by farmers in the spring have been overcome, at 
least in part. Crop prospects in South Carolina August 1, 1944 according to 
the Bureau of Agricultural Economics are above average. The indicated yield 
per acre of cotton is about 11 percent larger than that harvested last year and 
about 17 percent above the ten-year (1933-42) average. The dry weather in 
June and early July affected other crops adversely, but the indicated yields of 
tobacco and sweet potatoes are larger than last year or the ten-year average. 
The indicated per acre yield of corn is less than last year but above average. 
The indicated yield of peanuts is slightly above the 1943 per acre yield but is 
below average. 

* * * * * 


Farm real estate values have been rising somewhat in the same manner as 
during World WarI. Should there be a sharp decline in farm income as in 1920, 
consequences may not be as painful, since fewer purchases are being made with 
small cash down-payments. The total real estate debt has decreased rather 
than increased as during World War I. Farm mortgage loans outstanding 
January 1, 1914 totaled $23,363,000 and on January 1, 1918 they totaled $31,- 
050,000. An all-time high was reached in 1922 when the total farm mortgage 
debt amounted to $103,954,000. The farm mortgage debt outstanding Janu- 
ary 1, 1939 totaled $46,773,000 and on January 1, 1944, $42,932,000, a decrease 
of 8.2 percent. A recent study of Production Credit Association Members 
indicated that their farm mortgage indebtedness has been decreased 23.6 per- 
cent during the last five years. 


* * * * * 


The addition of North-South air passenger service through Columbia by the 
Eastern Air Lines and the addition of another plane by the Delta Air Lines 
connecting Charleston, Columbia, Augusta, and Atlanta afford direct air travel 
service to all parts of the country. Charleston and Columbia are served by 
both the Delta Air Lines and Eastern Air Lines. Spartanburg and Greenville 
are served by the Eastern Air Lines. 
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The South Carolina Agricultural Experiment Station of Clemson College has 
just published a town-country relationship study, entitled “A Brief Economic 
Survey of Anderson, South Carolina Trading Area”, Circular 68. In addition 
to data compiled by the Bureau of Census, Anderson Chamber of Commerce and 
the Anderson Daily Mail, data were also obtained through personal interviews 
and questionnaires sent through the mail. “An immediate objective of the 
survey was to obtain concrete and specific information which could be used by 
rural and urban leaders as a basis for the establishment of a more satisfying and 
mutually beneficial relationship. Specifically, the aim was to get from farmers 
an appraisal of the facilities and services which they found in the city of Ander- 
son and from merchants some idea as to factors and conditions affecting the 
local market for farm products.” 

Farm Credit Administration GLENN R. SmirH 

of Columbia, S. C. 











PERSONNEL NOTES 


Gladys Boone, instructor in economics at Sweet Briar College, has been ap- 
pointed a public member of panels to hear labor dispute cases for the War Labor 
Board, Region IV. 


* * * * * 


Jerome M. Dilling, instructor in economics at the University of Alabama, has 
resigned to accept a position as a bank examiner with the Federal Reserve Bank 
of Atlanta. 


* * * * * 


Edna Douglas, instructor in economics at the Woman’s College of the Uni- 
versity of North Carolina, is on leave for the first semester of the current year 
to finish her work for the doctorate at the University at Chapel Hill. 


* * * * * 
John Hope, II of the economies faculty of Atlanta University has been given 
a year’s leave to serve as Fair Practice Examiner for the President’s Committee 
on Fair Employment Practices, Region VII, Atlanta, Georgia. 
* * * * ok 
M. C. Leager of the State College of Agriculture and Engineering of the Uni- 
versity of North Carolina is teaching during the current academic year at the 
Woman’s College of the University of North Carolina. 


* * * * * 


Clemens B. Thoman, instructor in economics at the University of Alabama, 
has resigned to accept a position in the personnel department of Olan Mills 
Portrait Studios, Chattanooga, Tennessee. 


* * * * * 


James M. Waller, assistant professor in the Department of Economics and 
Commerce, University of North Carolina, taught in the summer session of the 
University of the South, Sewanee, Tennessee. 


* * * * * 


W. L. Gibson, Jr. is on leave of absence from the Virginia Polytechnic Institute 
where he holds the position of associate land economist in the Agricultural 
College. At present he is studying in the Graduate School of the School of 
Rural Social Economics at the University of Virginia. 
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